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Abstract
Customer relationships have received considerable attention from both academics and
practitioners. It is accepted that relationship marketing is keeping, not just getting
customers, (Berry, 1983). However, it has been criticised that firms frequently focus on
attracting customers (the “first act”) but then pay little attention to what they should do to
keep them (the “second act”) (Berry and Parasuraman, 1991). It has been demonstrated that
it is far less expensive to retain a customer than to acquire a new one. The increasing
emphasis of relationship marketing is based on the assumptions that building committed
customer relationships results in guest satisfaction, loyalty, positive word of mouth,
business referrals and increased purchases. As a customers’ relationship with the company
lengthens, companies can increase profits by almost 100% by retaining just 5% more of
their customers (Reichheld and Sasser, 1990).
By developing and implementing customer retention strategies, hotels can develop long
term relationships with customers whereby their value to the business is greater than the
costs of acquiring or servicing their needs. The tools which are best suited to retaining
customers, and maintaining or increasing their value to a business, include financial bonds,
social bonds, service personalisation and defection management.

The objective of this thesis is to discover what customer retention strategies hotels practise
to strengthen an existing customer base and to discover consumers attitudes towards each
type of retention strategy when making the choice of which hotel they wish to patronize on
a regular basis.

Ill

This study conducted primary research among hotel managers in Cork to evaluate their use
of relationship marketing and customer retention. It researched the customer preferences
and buyer behaviour of hotel users in regard to the choice of a particular hotel.

The study found that hotels vary across a spectrum in the extent of the adoption of
relationship marketing and customer retention practices. Cleanliness, employee attitude and
location received the highest importance ratings from hotel guests when choosing a hotel.
Staff friendliness and empathy were found to be the most important considerations when
deciding whether to return to patronize a hotel.
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Chapter 1: Introduction
1.0: Introduction
In the past 30 years services marketing emerged from the marketing discipline as a
distinct field of study. As a subset of services marketing the concepts and practice of
relationship marketing developed. Relationship marketing offers the marketer a number
of approaches that aim to keep customers loyal and purchasing from the business over
several years. The spotlight has fallen firmly on customer retention and defection
management. Scholars of relationship marketing have advanced theoretical papers and
empirical results to show that these are not just worthy aims, they provide a tool kit for
service organizations to raise performance and improve profitability.

Hotels are a significant part of the services sector. Hotels contribute to employment, to
the economic and social life of the country, and they play a key role in Irelands
important tourism industry.

As an undergraduate, the author found services marketing a stimulating subject, and
researched the opportunity of opening a hotel at Cork airport. Prompted by these
experiences it was decided to undertake postgraduate research in the field of
relationship marketing and how can the hotel sector profit from customer retention and
defection management.
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1.1: What is a service?
The increasing interest in the service sector has been accompanied by considerable
disagreement and debate as to what constitutes a service. Payne (1991) has provided the
following definition:
“A service is an activity which has some element of intangibility associated with it,
which involves some interaction with customers or with property in their possession,
and does not result in a transfer of ownership. A change in condition may occur and
production of the service may or may not be closely associated with a physical
product. ”

There is often debate about what constitutes a pure good or a pure service. A pure good
implies that the consumer ob^tains benefit from the good alone, without any added value
from the service. Concurrently, a pure service is one where there is no “goods” element
to the service which the customer receives (Bateson, 1995). Increasingly fimis in the
goods sector are using service offerings as a way of differentiating their products from
their competitors.

James L. Schorr, who went from Procter and Gamble to be vice president of marketing
for Holiday Inns provides a simple explanation to how to define a “service” business vis
a vis a “product” business;
“Simply defined, in our terms a product is something a consumer purchases and takes
away with him or otherwise uses. If it is not physical, not something that they can take
away or consume, then we call it a service. ’’
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When asked whether he was selling a product or a service in the hotel business,
Schorr stressed the intangible experiential nature of what hotels provide:
“What I am selling, in terms of what people are buying, is a hotel experience. I’m
selling the room, the way they treat you at the front desk, the way the bellman treats
you, the way the waitress treats you - it’s all mixed together in a consumer’s mind when
he makes a hotel decision ’’ (Knisely, 1979).

1.1.2: The goods - service continuum
In 1966 Rathmell observed that most marketers have some idea of the meaning of the
term “goods”; they are tangible economic products that are capable of being seen and
touched and may or may not be tasted, heard, or smelled.

As for services, Rathmell asserted that there is no clear understanding. He sought to
change this by defining a good as a thing and a service as an act; the former being an
object, an article, a device or a material: and the latter a deed, a performance, or an
effort.

Another distinction between a good and a service, according to Rathmell, lies in the
nature of the product’s utility. “Does the utility for the consumer lie in the nature of the
action or performance?” From such tests Rathmell concluded that there were few pure
products and pure services.

Rathmell noted that “Economic products were to be regarded as lying along a goods service continuum with pure goods at one extreme and pure services at the other, but
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with most of them falling between these two extremes.... some are primarily goods with
service support, whereas others are primarily services with goods support. ”

Shostack (1982) developed a refined version of Rathmell’s continuum and it remains a
valuable perspective for understanding the nature of services. The essence of the
continuum is that intangibility increases as one moves from left to right. Tangible
entities are in evidence, such as equipment used by a doctor but, in general, they cannot
be owned or possessed like soap or food.

,Fig. 1: The goods - service continuum
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Fig. 1 Source: Shostack (1982), European Journal of Marketing.

As can be seen from fig. 1, every provider on the continuum delivers some degree of
service as part of its total offer. However, it is the organisations to the right of the
continuum which deliver most in the way of service and can therefore truly be termed
"'service organisations^'. At this stage, it is important to make a distinction between
those which deliver some service (e.g. Retailer, Computer manufacturer), and those for
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whom service plays a major role (e.g. Banks, Hotels), as the latter exhibit particular
characteristics that merit attention.

There is another aspect that singles out service organisations from other businesses.
Marketing plans are usually structured around what is commonly known as the 4 Ps,
namely product, price, promotion, and place. But when services are being marketed
three more Ps - People, Physical Evidence and Process - must be added, making 7 Ps in
total (Payne, 1991).

1.1.3: Characteristics of Services
Zeithaml, Parasuraman, and Berry (1985) sum up four common factors that characterise
services:
• Intangibility
•

Inseparability

•

Heterogeneity

•

Perishability

Intangibility
Services are said to be intangible because they are performances rather than objects.
Services cannot be generally seen, tasted, felt, heard or smelled before being bought.
The potential customer is unable to perceive the service before (and sometimes during
and after) the service delivery. For many customers of car repair, for example, the
service is totally intangible - they often cannot see what is being done and many are
unable to evaluate what has been done (Rushton & Carson, 1985).
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Rushton and Carson asked a number of service organisations whether they consciously
perceived a difference between the marketing of goods and services. Several
respondents pointed to the intangibility of their products with comments such as:
” We haven't got anything to show to customers like a can of beans "
” It’s more difficult trying to explain to them (the customers) what they get for their
money”

Intangibility presents problems in that the consumer may experience difficulty in
knowing and understanding what is on offer before and even after receipt of the ser\dce.
The challenge for the service provider is to determine the extent of intangibility and the
management action required to make the service more tangible.
The ability to picture a service may be assisted by the service organisation providing
something tangible. This may be in the fonn of tangible evidence e.g. computerised
representation of hairstyles or a tangible possession e.g. a hotel brochure. The aim
would be to help the potential customer form expectations before using the service.
Equally, tangible evidence and possession could assist customer judgement of the
service during and after usage.

Inseparability
There is a marked distinction between physical goods and services in terms of the
sequence of production and consumption.
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Physical Goods

Services

Production

Sold

1
Storage

Produced and consumed at the same time

i
Sold

Consumed

Whereas goods are first produced, then stored, and finally sold and eonsumed, services
are first sold, then produced and eonsumed simultaneously.
For the production of many services (e.g. hairdressing, rail, travel, hotels) the customer
must be physically present. Some services may be produced and delivered in
circumstances where the customer's presence is optional e.g. carpet cleaning. Whatever
the nature and extent of contact, the potential for inseparability of production and
consumption remains. The involvement of the customer in the production and delivery
of the service means that the service provider must exercise care in what is being
produeed and how it is produced. The latter task will be of particular significance. How
doctors, car mechanics, solicitors etc. conduct themselves in the presence of the
customer may determine the likelihood of repeat business. Therefore, proper selection
and training of customer contact personnel are necessary to ensure the delivery of
quality in a service.
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Variability
An unavoidable consequence of simultaneous production and consumption is variability
in performance of a service. The quality of the service may vary depending on who
provides it, as well as when and how it is provided. One hotel provides a fast efficient
service and another a short distance away delivers a slow, inefficient service. Within a
particular hotel, one employee is courteous and helpful, while another is arrogant and
obstructive. Even by a single employee there can be variations in performance over the
course of the day.

Reducing variability involves determining the causes. It may be due to unsuitable
personality traits in an employee, which are very difficult to detect at the selection stage.
However there may be sound reasons for variations in performance. For example, it
could be due to poor training and supervision, lack of communication and information
and generally a lack of regular support.

Some writers (Levitt, 1972) have argued for a replacement of labour with automation
and a production line approach to service operations. This would mean a reduction in
employee discretion and an increase in standardisation of procedures. The operation of
McDonalds restaurants is put forward as an ideal model of service industrialisation.
The other source of variability is, of course, the customer. Peters and Waterman (1982)
in their bestseller, "In Search of Excellence" called for staying "close to the customer".
The customer is in danger of being controlled to the point where customer service is
becoming just another stage in a systematic manufacturing type process. McDonalds is
the prime example.
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Perishability
Services cannot be stored for later sale or use. Hotel rooms not occupied, airline seats
not purchased, and college places not filled cannot be reclaimed. As services are
performances they cannot be stored. If demand far exceeds supply it cannot be met, as
in manufacturing, by taking goods from a warehouse. As customers for personal
services tend to go to work at the same time, eat at midday, and shop at weekends,
demand for these services is prone to bunching. Management has the task of managing
the peaks and valleys.

1.1.4: The History of Services Marketing
With the business environment changing towards a consumer focus, the ability to
understand the behaviour and intentions of the consumer is paramount. However, as
with all fundamental changes in how we view our world, services marketing has not
always been respected.
The evolution and legitimisation of services marketing has been described in three
stages: crawling out stage (pre - 1980), scurrying about stage (1980 - 1985) and
walking erect stage (1986 - present), (Fisk, Brown and Bitner, 1993).

However, not until 1986 to the present period could a cohesive core of research be
identified under the following topics:
•

Service Quality

•

Service Encounters/Experiences

•

Service design

•

Internal marketing

•

Customer Retention

Chapter 1 .’Introduction

Relationship marketing

Service researchers since the early 1980s have drawn attention to the need to retain, as
well as attract, customers (Berry, 1983). Relationship marketing recognises the value of
current customers and the need to continue providing outstanding service to existing
customers so that they will remain loyal.
The research on relationship marketing and customer retention has taken various forms.
For example, some research focuses on constructs such as trust and relationship
commitment, and how these constructs relate to customer satisfaction (Evans and
Cowles, 1990). Other researchers have focused on specific breakthrough strategies for
retaining customers, such as building effective recovery strategies for service failure
situations (i.e. Berry and Parasuraman, 1991). Furthermore, other areas include
understanding and calculating both the long-term value of a customer and the lost
revenue profits for defecting customers (Reichheld and Sasser, 1990).

1.1.5: A Brief Overview of the Services Sector in Ireland
Services permeate every aspect of our lives. At home, people rely on services such as
electricity and telephone. At work, people need postal and maintenance services. People
use the services of hairdressers to maintain their self-image. Solicitors, doctors, and
dentists. Financial institutions look after personal transactions and financial wealth. In
leisure time, people utilise an abundance of services ranging from public houses to
cinemas to swimming pools, and so on, for amusement and relaxation. When customers
purchase appliances they often rely on services to keep them running and repair them
when they cease to function.

10
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The diversity of services has increased significantly over the past century. As Riddle
commented in the international trade 1991/1992 publication entitled “Service Led
Growth”:
“Contrary to popular belief, services, not manufactured goods, have fuelled modern
economic growth. ”

While manufacturing was traditionally the bedrock of strong successful economies, the
fast-expanding services sector, in Ireland, across Europe, and throughout the rest of the
world, according to a report published by IBEC (2000), is today contributing more than
any other to business expansion and job creation.

It is not so much that services are replacing manufacturing. Indeed, many leading
manufacturers have come to recognise that services are an integral part of their
operations. A growing number of manufacturers now provide support services that not
only generate significant revenues, but are also highly profitable. This is driven by the
realisation that competitive advantage in today’s trading environment ultimately
depends on how companies, be they product or service providers, interface with the
customer. Today the quality of services is all-important in the competitive business
environment.

Several factors including the deregulation of services, growing competition, fluctuations
in demand, and emerging new technologies, have fuelled growth in the services sector.

11
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According to IBEC (2000), services marketing has increased in importance over the last
decade with the advent of competition. The report states, ""over ten years ago
competition was relatively less important to firms in the services sector. However,
competition has escalated at an alarming rate in most service sectors. ”

The European Perspective
The European Union is the top world exporter and investor in the service area, and is a
major player in the General Agreement on Trade and Services (GATS), which is crucial
to Ireland. The IBEC (2000) report stated:
“Services now account for two-thirds of the European Union’s economy and jobs.
Moreover, services account for almost a quarter of its exports, and half its foreign
direct investment flows into third countries. ”

The Irish Experience
Government and state sponsored agencies originally focused on the development and
encouragement of traditional manufacturing industries, but recent years have seen a
marked emphasis on supporting services, and services-related sectors. The IBEC
Services Council (2000) believes that “...Ireland’s current economic growth is driven by
the services sector.” The Council estimates that Ireland’s services sector accounts for
approximately 59% of GDP, which equates to almost €50.8 billion. According to IBEC;
“This makes services the largest, most important and dynamic source ofjob creation,
revenue generation, export earnings, and investment in the country. ”

As mentioned earlier, the services sector impacts on every aspect of a person’s life,
from

a business

and social point of view. It takes in everything from

12
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telecommunications, transport and tourism on the one hand, to software, financial
services, leisure and entertainment, and media on the other. One measure of the size of
the service sector in the economy is the number of people employed relative to other
sectors. Services employment is now estimated to be in the region of 967,000 out of a
total of 1.5 million at work. (Central Statistics Office) Moreover, at the present growth
rate this figure will reach 1.4 million - the equivalent of a 40% increase - over the next
15 years (Forfas, 2000).

IBEC believe that the services sector will be the primary driving fore of Ireland’s
economic growth into the millennium and beyond. In the IBEC report the Services
Council, reminds the government that,
“...Services has no dedicated champion in Government, unlike, for example,
agriculture. For a business sector of such crucial importance to the well being of the
entire country, this is unacceptable. ’’

1.1.6:The Importance of the Tourism and Hotel Industry in Ireland

“The Irish tourism and hospitality industry has been an extremely vibrant one over the
past ten years. During 2000 alone it catered for over 6.4 million overseas visitors, in
addition to rapidly expanding demand from local domestic market sources. It brought
over IR£2.9 million in foreign earnings into the country, making it our second largest
industry, and it supports over 145,000 jobs. The success and enviable position enjoyed
by Ireland’s tourism industry is the result of years of hard work, dedication and
commitment from all those who have worked in it and made it their lives, especially

13
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those who make up the thriving hotel sector. This sector is of critical importance to the
tourism industry as a whole.
Source: Dr. James McDaid T.D, Minister of Tourism, Sport and Recreation (Ireland and
Northern Ireland Hotel Industry Survey 2001).

1.2: Introduction of Research questions

The concept of customer loyalty is not a recent phenomenon in marketing circles.
However, since interest focused on relationship marketing in the mid 1980s, a growing
volume of research has appeared in the areas of customer retention and defection
management.

Increased interest in this area has led to a number of articles proclaiming that:
> customer retention is the central task for the marketing manager; (Jackson
1985),
> customer retention is the measurable benefit of sustained meaningful
relationships with consumers (Reichheld, 1996) and
>

customer retention is the missing link between customer satisfaction and
profitability (Oliver et al 1996).

This suggests that if one teaches marketing executives how to improve customer
retention, profitability will increase. The problem is; how can hotels improve customer
retention? There are two avenues areas of thought here; those who advocate customer
retention practices (Parasuraman and Berry 1991) and those who believe in defection
management (Lowenstein, 1995).

14
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Because of its implications for profitability and growth, customer retention is a
powerful weapon that companies can employ to gain strategic advantage and survive in
an ever more competitive environment. It is vital that hotels understand the issues and
the mechanisms behind customer and employee retention.
To examine the adoption and application of relationship marketing in Hotels it was
decided to undertake primary research to answer the following questions:

1. To what extent are relationship marketing and customer retention strategies
practised by hotels in the Cork area?

2. To discover what factors guests consider in choosing a hotel and which factors
influence loyalty and customer retention?

1.2.1: Supplementary Objectives of the Research
To create a platform for the primary research a number of points must be researched in
detail using secondary sources. These points are presented as sub objectives:
•

To examine the links between relationship marketing and customer retention.

•

To outline the claimed benefits of relationship marketing and retention marketing to
the services sector.

•

To differentiate between customer retention and customer satisfaction.

•

To explore the nature of defection management.

•

To examine the importance of employee retention as an indirect contributor to
customer retention.
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1.2.2: Reasons for Researching Relationship Marketine in Hotels
•

Firstly, during third year of my business studies degree a fellow student and I
completed a project on setting up a hotel in close proximity to Cork airport. The
project was a great success. We discovered very interesting concepts and facts in
relation to marketing in the Hotel sector of the services industry. Chief among these
were relationship marketing and retention marketing - hence the title of my MBS
project.

•

Secondly, the majority of businesses in the service sector possess some details on
their existing customers such as their name and address. Each customer that books a
stay in a hotel provides his/her name and address when registering. The possession
of such information is an essential building block of relationship marketing.

•

Revpar, a key metric in managing hotel profitability, is defined as room revenue
generated from the sale of room nights, divided by the number of room nights that
are available (Six Continents Annual Report 2001). While clearly related to
occupancy rate, Revpar has the advantage of capturing the room rate paid by hotel
guests. Retaining guests as loyal customers of the hotel helps to keep occupancy
rates up, which helps to increase the revenue generated per available guest room.
Also loyal customers are more likely to pay the full rate rather than buy only where
they can get a discount. So relationship marketing and customer retention are likely
to improve Revpar and hotel profitability.

16
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•

Relationship marketing and customer retention are becoming recognised by more
and more firms in the service sector as vital means of business survival. This is
illustrated by the following quote:

“Success is getting the right customers-and keeping them ” - MBNA Annual Report,
1991.

1.2.3: Justification for Research
(a) For many countries the development of a national industry is of paramount
importance to economic and social prosperity. According to the Irish Hotels
Federation, in 2000, the Irish tourism industry catered for over 6.4 million
overseas visitors, in addition to the rapidly expanding demand from domestic
market sources. It brought over €3.7 million in foreign earnings into the
country, making it Ireland’s second largest industry. Further recent estimates
indicate that tourism directly supports over 145,000jobs. According to Minister
of Tourism, Sport and Recreation, Mr. James McDaid, “The hotel sector is of
critical importance to the tourism industry as a whole. It sustains over 53,000
jobs, it plays a central role in devising Irelands overseas marketing strategy and
contributes in no small way to the people and service quality standards that are
such an important ingredient in the uniqueness of the Irish destination
product. ’’

The hotel industry therefore, contributes in no small way to the people and service
quality standards that are such important ingredients in the uniqueness of the Irish
destination product.

17

Chapter 1:Introduction
(b) Besides its size in terms of jobs and foreign earnings, the hotel sector is important as
it is a substantial employer in rural and coastal areas where little industrial employment
is available. Chart 2.1 in Appendix A confirms the regional spread of hotel activity, and
shows that the Southwest with 21% of hotels has a greater proportion than Dublin with
17%.

(c) Hotel business is subject to economic shocks and unexpected events such as foot and
mouth disease and the terrorist attacks of 9/11. The projected decrease in 2001 of over
200,000 visitors from America is equivalent to €133.35 million lost revenue. The
Impact Report commissioned by Bord Failte and ITIC estimated a loss of €330.2
million in visitor expenditure in 2001.

(d) Hotels are open to competition from other forms of visitor overnight
accommodation. Guesthouses, B&Bs and accommodation provided by friends and
relatives increased their share of guest nights in 2000 at the expense of the hotel sector
(Hotel Survey 2000).

(e) Research commissioned by CERT as part of the 2000 Employment Survey of the
Tourism Industry in Ireland indicates that certain weaknesses exist within hotels sector.
Highlighted specifically is the small proportion of hotels undertaking training in Sales
and Marketing skills. Only 5% of hotels are seeking training for sales and marketing
positions. However, training in customer care is seen as a high priority in the majority
of job categories. A study of hotels’ proficiency at relationship marketing and customer
retention practices would provide a useful input to such training programmes. This
research thesis aims to provide such a study.
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(f) Productivity in Irish services is holding back the growth and competitiveness of the
service sector. Productivity in the services sector and its component sub-sector has been
improving since 1990, although the level of and growth in productivity in services have
been lower than in manufacturing, (Forfas, 2000). It is felt that research into the hotel
sector that seeks ways of building customer relationships and retaining customers will
help the productivity of workers in an important branch of the services sector.

(g) External challenges such as economic downturns or 9/11, competition from other
accommodation providers in Ireland and the need identified by CERT for training in
sales and marketing and customer care underline the necessity for hoteliers to adopt a
dynamic orientation to compete for national and international custom. To put it bluntly,
enhanced relationship marketing and customer retention practices should help raise the
profitability of hotels.

(h) Empirical research (Kim and Cha, 2002) on 5-star hotels in Seoul, showed that
higher relationship quality resulted in higher share of purchases, better relationship
continuity and better word of mouth. The study found evidence that hotel managers
should emphasise relational orientation and customer orientation among their staff, and
that service providers in hotels should have expertise, experience and professional
appearance to enhance guests’ trust and satisfaction.
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These findings prompted the author to investigate the extent of relationship marketing
in local hotels and what customer retention strategies are likely to win customer loyalty.
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Chapter 2; Literature Review
2.0: Introduction
In order to gain deeper understanding of the state of knowledge and theory in the field
of study, a literature review was undertaken to explore the following:
The expanded mix for seivices marketing
The Personalised Marketplace: beyond the 7 Ps
Relationship Marketing
The suitability of Relationship Marketing to the Hotel Industry
Customer Retention
Customer Retention and Loyalty in the Hotel Industry
Retention Strategies
Defection Management
Internal Marketing

Each of these areas has an impact on the willingness of customers to return to a specific
hotel on a regular basis.

Within the literature review, the impact of relationship marketing from early thinking
through to the modem day is analysed. Then follows an outline of how customer
retention has evolved within the area of relationship marketing and the importance now
placed upon it by academic researchers and industry practitioners alike.

The literature review goes on to examine the main areas upon which the discussion will
centre, namely customer retention and defection management. This enables the reader to
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examine the development of each approach in recent years and the impact of each on
sei*vices industry trends.

In regard to customer retention, the author looks at various types of strategies and how
they are important within this research. Regarding defection management, the review
analyses the practices of complaint handling and customer satisfaction surveys. The
author proceeds to highlight the fact that customer retention is not a surrogate for
customer satisfaction, and in addition the review emphasises the efficient use of
complaints as a means of defection management.

Finally, the review outlines the importance of employee retention as an indirect
contribution to customer retention.

Once the flow of research and understanding in the field of relationship marketing and
customer retention is reviewed, the appropriateness of relationship marketing to the
hotel industry will be discussed. The literature review led to the development and
refinement of research of objectives, which the thesis aims to achieve. It also provided a
context for the interviews that were conducted. It aims to enable readers, including
industry practitioners, to achieve a thorough understanding of the research area.
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2.1: The Expanded Mix for Services Marketing
At the heart of most presentations of marketing management lies the time-honoured
concept of the 4 Ps - product, price, promotion, and place - the marketing mix- that
summarise key decision responsibilities of marketing managers (e.g. McDonald &
Roberts, 1992). A major alteration to this approach has come from the advent of
services marketing as a distinct managerial discipline (Lovelock, 1996). Services
marketing theorists have taken pains to distinguish services marketing from product
marketing (e.g. Berry, 1980) A major portion of this effort has focused on rethinking
the marketing mix and showing how it is different for services. By demonstrating that
the marketing of services requires different decisions from goods marketing these
thinkers present services marketing as a unique and distinct type of marketing
(Goldsmith, 1999).

The services marketing mix differs chiefly from the 4 Ps by the addition of three new
decision responsibilities that must be integrated to form a coherent and effective
services marketing mix. By adding people, physical evidence, and process to the
marketing mix, forming the 7 Ps, services marketing theorists staked out a new field of
management and practice separate from the marketing of tangible goods (Lovelock,
1996).

People: All human actors who play a part in service delivery and thus influence the
buyer’s perceptions; namely, the firm’s personnel, the customer, and other customers in
the service environment.
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All the human actors participating in the delivery of a service provide cues to the
customer regarding the nature of the service itself How these people are dressed, their
personal appearance, their attitudes and behaviour all influence the customer’s
perception of the service. In addition the service provider or contact person can be very
important. For some services, such as consulting, counselling, teaching, and other
professional relationship-based services, the provider is the service. In other cases the
contact person may play what appears to be a relatively small part in service delivery,
for example, a receptionist and a bellman. Yet research suggests that even these
providers may be the focal point of service encounters that can prove critical for the
service organisation.

In many service situations, customers themselves can also influence service delivery,
thus affecting service quality and their own satisfaction. For example, health-care
patients greatly affect the quality of the service they receive when they either comply or
don’t comply with health regimens prescribed by the provider.

Customers not only influence their own service outcomes, but they can influence other
customers as well. In a theatre, a restaurant, or in a classroom, customers can influence
the quality of services received by others - either enhancing or detracting from other
customers’ experiences.

Given the strong influence they can have on service quality and service delivery,
employees, the customer him/herself, and other customers are included within the
people element of the services marketing mix.
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Physical evidence: The environment in which the service is delivered and where the
firm and customer interact, and any tangible components that facilitate performance or
communication of the service.

The physical evidence of a service includes all the tangible representations of the
service such as brochures, letterheads, business cards, report formats, signage, and
equipment. In some cases it includes the physical facility where the service is offered “the servicescape ” - for example, the hotel. In other cases, such as telecommunications
services, the physical facility may be irrelevant. Physical evidence cues provide
excellent opportunities for the firm to send consistent and strong messages regarding the
organisation’s purpose, the intended market segments, and the nature of the service.

Process: The actual procedures, mechanisms, and flow of activities by which the
service is delivered - the service delivery and operating systems.

Th actual delivery steps the customer experiences, or the operational flow of the service,
will also provide customers with evidence on which to judge the service. For example,
two successful airline companies. Southwest in the United States and Singapore
Airlines, follow extremely different process models. Southwest is a no-fiills (no food,
no assigned seats), no exceptions, low priced airline that offers frequent, relatively short
domestic flights. On the other hand, Singapore Airlines focuses on the business traveller
and is concerned with meeting individual traveller needs. Thus, its process is highly
customised to the individual, and employees are empowered to provide nonstandard
service when needed. Both airlines have been very successful (Freiberg and Freiberg,
1996).
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The three elements (people, physical evidence, and process) are included in the
marketing mix as separate elements because they are within the control of the firm, and
any or all of them may influence the customer’s initial decision to purchase a service, as
well as the customer’s level of satisfaction and repurchase decisions (Zeithaml and
Bitner, 1996).

2.2: The Personalised Marketplace: beyond the 7 Ps
A new area of decision-making responsibility has been proposed, namely
personalisation, a vital competitive tool for marketers in tomorrow’s business
environment. Thus, a new presentation of the marketing mix, called the 8 Ps, has been
suggested to carry theory and practice into the new millennium (Goldsmith, 1999).

The well-documented and gradual evolution of many advanced economies away from
manufacturing and toward services has entailed new ways of thinking about marketing.
The services marketing emphasis on customer satisfaction and long-term relationships
with customers, has influenced goods marketers to think differently about their
customers. Many goods marketers are now aware that many characteristics of services
are shared by products also. They also realise that all marketers should place more
emphasis on satisfying customers, preventing defections, and building long-term
relationships (Lowenstein, 1995 and Reichheld, 1996).

For marketing theory, the result of this sea change in marketing practice and philosophy
has been to change the way marketing management is taught. Managers of all types of
businesses are encouraged to think about the 7 Ps. Raising levels of overall customer
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satisfaction with the firm by adding or improving the service elements of the total
product, it is argued, results in customer satisfaction and greater profits. As more and
more companies realise this, far seeing managers look to the next new idea for ways to
compete aggressively. Goldsmith, (1999) argues that the most important new idea in
marketing is personalisation. Moreover, it has been proposed that personalisation should
become a standard part of the marketing mix, thus forming the 8 P paradigm.
Techniques of mass production, ideals of standardisation, operating efficiencies, and the
one-size-fits-all mentality have led in the past to a philosophy of business that stresses
selling a standard product to as many consumers as possible (Lampel and Mintzberg,
1996). Marketers who seek to identify and reach consumers ever more precisely exert
an opposite pull.

Thus, there has been a gradual move in marketing thought and practice:
Mass marketing
Market Segmentation
Niche Marketing
Micro marketing
Mass Customisation
Personalisation
(Goldsmith, 1999)

It is proposed that personalisation be offered as a customer retention strategy in the
hotel Industry, which is discussed at a later stage throughout the study/thesis.
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2,3: Section 1: Relationship Marketing
Relationship marketing has been around in various forms for many decades, however it
came to the fore when highlighted by Berry in 1983. In this article one of the earliest on
the subject, Berry (1983) advocated relationship marketing as a means of keeping, not
just getting customers. This new way of thinking in relation to the customer has given
birth to many new areas of research. Some of these are; long-term customer value, as
researched by Reichheld and Sasser, (1990); service failures. Hart, Heskett and Sasser,
(1990); customer satisfaction research, Crosby and Stevens, (1987) and Crosby, Evans
and Cowles, (1990); and finally the chosen field of customer retention, of which two
separate areas, customer retention strategies and defection management form the basis
for the present research.

2.3.1: Relationship Marketing Defined
“No man is an Island, entire of itself; every man is a piece of the continent, a part of the
main' (John Donne, 1964).

The concept of Relationship Marketing was coined by Berry almost twenty years ago
(Berry, 1983). Although much has been written about Relationship Marketing, there is
no precise agreement as to its nature (Bejou, 1997). However, the goal of any
relationship strategy is to make customers loyal and to maintain an on-going
relationship (Berry, 1983). Marketing to protect and strengthen an existing customer
base has become increasingly important in a variety of service industries as it has been
recognised that long-term relationships with existing customers are less expensive to
maintain than the effort to create new customers (Berry, 1983). If a close long-term
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relationship can be achieved, the possibility is high that this will lead to continuing
exchanges that produce lower marketing costs per customer.

Researchers and practitioners have proposed a variety of definitions in an effort to
explain the philosophy and concepts which support Relationship Marketing. While there
is no universally accepted definition of Relationship Marketing, various researchers
have contributed to its understanding. Gronroos (1994) regards Relationship Marketing
as

“marketing to establish,

maintain,

enhance and commercialise customer

relationships so as the objective of both parties are met”.

Christopher et al (1991) define the function of Relationship Marketing as ''getting and
keeping customers

They highlight the importance of customer service and quality if

the firm is to gain and maintain a long-term relationship with the customer. They see
Relationship Marketing as a synthesis of marketing, customer service and quality
management.

According to Shani and Sujana (1992), Relationship Marketing is an “integrated effort
to identify maintain and build up a network of individual consumers and to continuously
strengthen the network for mutual benefit of both sides through interactive,
individualised and value added contacts over a long period of time”. They contend that
developing a long-term relationship with the customer enables the firm to add value to
its offerings.

Berry (1983), the first to publish work on Relationship Marketing, takes a service sector
perspective; “Relationship marketing is attracting, maintaining and - in multi-service
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organisations - enhancing customer relationships”, and indicates the numerous long
term benefits to be gained by the firm.

Jackson (1985) writes from an industrial marketing perspective: “Relationship
marketing concerns attracting, developing and retaining customer relationships. ”

Sheth (1994) describes Relationship Marketing as “the understanding, explanation and
management of the ongoing collaborative business relationship between suppliers and
customers. ”

Evans and Laskin (1994) suggest: “Relationship Marketing is a customer centered
approach whereby a firm seeks long-term business relations with prospective and
existing customers ”

For the purpose of this study, it is proposed to assign special emphasis to Berry’s
proposition that “Relationship Marketing is attracting, maintaining and enhancing
customer relationships. ”

Within the definitions aforementioned, it is apparent that relationship marketing has two
main goals. They are, the attainment of new customers and the retention of existing
customers (Bewverland and Bretherton, 1997). It is hoped that the firm and the
customer shall be able to develop long term relationships. Through this, a better
understanding of their needs wants and desires can be established that will lead to a
more symbiotic relationship that will reduce costs for both parties and increase their
desire to continue the relationship.
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Relationships are central to strategic planning because they require time and a long-term
perspective in order to be built and maintained. Because of the unique attributes of
services (intangibility, inseparability, variability and perishability), for service
marketing firms, relationships and interactions are of particular importance. Marketing,
production, delivery, and consumption of a service are partly carried out in direct
interaction with the customer (Gummesson, 1987). In fact, most services are the result
of social acts which take place in direct contact between the customer and the service
provider. This highlights the importance of nurturing and maintaining customers
through Relationship Marketing.

2.3.2: The Evolution of Marketing - from Mass Production to Relationships
It is generally acknowledged that the evolutionary path of marketing is characterised by
a successive transition through the production, sales and customer orientations. By the
second half of the 19th Century mass-production capabilities, brought about by the
industrial revolution, provided a means by which strong consumer demand could be
met. Consumers favoured products that were widely available and low in cost. Business
response was centered on mass-production and distribution. A change in focus from the
product to the sale transpired with a belief that consumers, if left alone will not buy
enough of an organisation’s products and must be encouraged to do so through
aggressive selling. Thus, the selling concept focused upon the sale and coaxing
customers into buying (circa 1930-1950). The marketing concept presented a challenge
to both of the previous short-term focused concepts (circa 1950-present) - it holds that
any business’s focus must be firmly on the customer. Only by determining the needs
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and wants of the target audience, and delivering results better than the competition, can
the business hope to stay buoyant, in the long-term. This change in focus from product
to sale to customer, has very much shaped current-day thinking on how to achieve and
sustain long-term profits.

It could, of course, be argued that the fundamental philosophy of marketing remains
unchanged - an unstinting quest to satisfy the needs of the customer in such a way as to
eliminate competitive threats. The policy employed by organisations in optimising their
customer orientation involves a paradigm shift in marketing approaches. In a
marketplace laden with customer information and with the tools to effectively
categorise and analyse this data, marketers are becoming more proficient in determining
precise dimensions of the traditional “target markef \ The advantages of such specific
profiling are numerous leading to:

♦ An ability to further segment traditional segments and, thereby, capture newly
defined sub-segments;
♦ The ability to reject, confidently, those groups or sub-segments which conform less
closely to the organisation’s objectives or specific offerings;
♦ An ability to provide very specific details on the bases which determine these
segments (e.g. high likelihood purchasers, supporting service preferences);
♦ An ability to develop very precisely constructed marketing efforts, in targeting these
segments and sub-segments;
♦ An ability to “track” more closely the traits of these more clearly defined target
segments, to monitor trends and anticipate future opportunities.
(Earp, Harrison and Hunter, 1999)
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Each of the above, points to the key concern of the marketing-orientated organisation
“...to get as close as possible to the customers” (Gronroos, 1996). This tracking and
analysis places a hefty burden on the organisation’s resources in terms of technological
tools, personnel and time. Only in pursuit of long-term, profitable relationships with
customers can these investments be justified. This shift towards marketing techniques,
which seek to optimise customer relationships, could indeed be hailed as the most
innovative approach to marketing practice (Earp, Harrison and Hunter 1999). Webster,
(1992) notes: “The core firm will be defined by its end-use markets and its knowledge
base, as well as its technical competence.... customer focus, market segmentation,
targeting, and positioning, assisted by information technology, will be flexible bonds
that hold the whole thing together”.

The “evolutionary process” detailed above has been driven by the need to define how
organisations can best provide for customers. Robinson (1999) provides an apt
summary of the marketing evolution: “Twenty years ago, people did mass marketing.
They believed a differentiated product gave them the market lead. In the 1980s and the
early 1990s people began to do target marketing, where they tried to identify common
characteristics in target groups. More recently people talk about one-to-one marketing,
relationship marketing and mass customisation which is about targeting a market of
one”
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23.3: A Shift in Marketing Focus
The importance of the customer clearly emerged as firms adopted strategies that were
consistent with market orientation. Management thinker Peter Drucker (1980) wrote,
“to satisfy the customer is the mission and purpose of every business. ” As has been
outlined above, in the past two decades, this gradual but quantum shift of focus from the
firm to the consumer has been evident both in practice and research (Gummesson,
1996).

Gummesson (1996) argues that a focus on the firm confines management’s concern to
that of production and internal administration; however, a customer focus compels
management to realise the firm’s primary responsibility - to serve the customer - and, to
recognise that customer knowledge is paramount to achieving market orientation. A
detailed knowledge of the customer can thus be considered an important asset in a
firm’s competitive advantage. This derives from its ability to nurture long-term
relationships with customers.

Thus, the focus now lies firmly with the optimisation of customer relationships, and
how this offers a better opportunity for the organisation’s long-term sustainability.
Webster (1992) describes this as: “...movement away from a focus on building value to laden relationships and marketing networks. ” This shift is aptly summarised by
Wolfe (1998) as: “collaboration with consumers as opposed to control of the
consumer “

Gronroos (1997), in his analysis of the ""shift” in marketing emphasis, is critical of the
shortcomings and ineffectiveness of the traditional 4 Ps: ""One can easily argue that the
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4 Ps of the marketing mix are not well able to fulfil the requirements of the marketing
concept.... the view implicit in the 4 Ps approach is that the customer is somebody to
whom something is done...the marketing mix and its 4 Ps constitute a production
oriented definition of marketing”. Takala and Uusitalo (1996) reiterate this point of
view on the weakness of the 4 Ps, and suggest that marketers must look beyond these to
“establishing,

strengthening and developing customer relations”.

Gronroos’s

questioning of the effectiveness and relevance of the 4 Ps in addressing current-day
challenges goes so far as to proclaim: “The use of the marketing mix management
paradigm and the four Ps has made it very difficult for the marketing function to earn
credibility”.

Gummesson (1996), in his analysis of relevant current-day marketing practice identifies
the “blurring” which has occurred between traditional boundaries, leading to more
complex roles of the key players. This is seen in the physical and psychological
closeness between suppliers and customers and the levels within their relationships.
Employees have become more loosely tied to their organisation through an increased
need to optimise customer relationships.

Gronroos (1997) argues: “....what marketing deserves is new perspectives, which are
more market-oriented and less manipulative, and where the customer indeed is the focal
point as suggested by the marketing concept....Relationship marketing will develop into
such a new approach to managing marketing problems, to organising the firm for
marketing, and to other areas as well. ”
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To conclude, a paradigm shift is clearly underway. The evolving recognition of the
importance of customer retention and of customer relationship economics, among other
trends, reinforces this shift in mainstream marketing. Relationship building and
management, or what has been labelled Relationship Marketing, is one leading new
approach to marketing.

2.3.4: Transaction Marketing versus Relationship Marketing
The transaction orientation has been a major influence in business research and practice
since the industrial revolution. It has transcended the selling and marketing concept
eras. A transaction orientation has two fundamental economic axioms:

1. Competition and self-interest are drivers of value creation.
2. Maintaining an arm’s-length relationship is considered vital for marketing efficiency.

Under these assumptions, even though the customer is the nucleus of business decision
making, a transaction orientation applied to the marketing concept positions the
marketer as a reactive partner who is continually adapting to changing market needs.
The implications of a transaction-based marketing approach have led marketers to
believe they can operate most eeonomically by serving the “typical” or average
customer. The customer remains faceless and is treated as a “target”. The important
measure is market share, and product/service managers manipulate the marketing mix as
the foundation of marketing management. Thus transaction-based marketing uses
research to identify the needs of typical or average customers, then presents its offering
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(product and service mix, promotions/advertising mix) based on this information. Such
an approach clearly rests within the scope of the marketing concept.

2.3.5: Drivers of Change
The drivers of change identified by Tapscott and Caston (1993), McDonald and
Denison (1994), Gronroos (1994), Hunt and Morgan (1994), Sheth and Parvatiyar
(1995), Doyle (1995), Turnbull, Ford and Cunningham (1996) and Aijo (1996) can be
grouped into five overarching categories.

Globalisation: The increasingly global nature of businesses has been facilitated by the
rapid development of improved computer and telecommunications systems. This has
produced an international market place, increasing the competitive pressure on business.
As customers have become regional or global in nature so it has been necessary for
suppliers to develop accordingly. The development of a wider international market
place also encouraged higher absolute standards of quality and value. The leaders in
quality techniques are widely acknowledged to have been major Japanese
manufacturers. The much wider adoption of their techniques has now meant that
manufacturers in other areas of the world can achieve similar standards (Porter, 1996).
Quality therefore no longer acts as a differentiator and focus on price becomes more
intense.

Market Maturity and Lower Growth Rates: As the rate of market growth slows or stops
then new customers become more difficult to identify and win (Doyle, 1995). The value
of current customers to competitors increases as they in turn find it more difficult to
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maintain and increase profitability. Customer retention and a better understanding of the
costs and profitability of customers are important reasons to change business practice.

Changing Business Environment: Technological progress on many fronts enables the
development of lower cost and more efficient manufacturing and delivery methods.
Economies of scale conventionally associated with manufacturing expertise offers less
or no competitive advantage. Derregulation in financial services and other markets,
particularly if combined with new technology has led to dramatic changes. Consumer
power has increased as knowledge and information have become ubiquitous, cheaper
and accessible. Buyers increasingly seek better value and traditional marketing practices
no longer deliver either satisfaction to the consumer or profitability to the firm
(Christopher, 1996). The increasing affluence and sophistication of consumers have led
to growth in the service and information-led economy.

Technology and Communications: Technological development enables firms to
improve their effectiveness, but at the cost of increasing investment and perhaps
specialisation. In order to access technology and specialists skills, alliances and
partnerships enable firms to develop competitive advantage without the cost and
complication of in-house development. As the pace and cost of technology change
inerease, so the significance of management decisions concerning aecess to and use of
technology also increases.

Intangible Resources: The skills and qualities of employees and their ability to generate
and respond to change, and to interface with customers represent the firms intangible

38

Chapter 2: Literature Review
resources.

These resources

are necessary precursors

for the synthesis

and

implementation of strategic change.

With the alignment of the forces that brought the need for a relationship orientation to
the foreground, excellence in the ability to manipulate the marketing mix no longer
holds the key to sustainable competitive advantage. Founded on the notion of
interdependence and cooperation, relationship marketing developed as a business
strategy paradigm that focuses on the systematic development of on-going,
collaborative business relationships as a key source of sustainable competitive
advantage. The powerful forces of industry globalisation, the TQM movement, rapid
advances in technology, and a shift in the balance of power toward customers have
fundamentally changed the rules of business success. Relationship marketing represents
a fundamental transformation in approach from traditional marketing. The relationship
shifts from adversarial to cooperative, and the goal shifts from market share to share of
customers. The key to attaining a higher share of each customer’s lifetime business is
the systematic development and management of cooperative and collaborative
partnerships.

2.3.6: Is Relationship Marketing a new paradigm or an old concept dressed up in new
clothes?
Relationship Marketing (RM) is a new term for an ancient phenomenon and a rapidly
growing academic school of thought (Gummesson, 1999). Relationship marketing,
although a relatively new theoretical concept, has been practised in various business
contexts for many decades, both with and in the absence of a comprehensive
understanding of its true potential. Since its introduction to academic literature as a
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concept by Berry in 1983, it has gained recognition and acceptance among academics
and practitioners alike, and is widely cited as the future of marketing.

From a historical perspective, before the industrial revolution and subsequent mass
production of goods and services, business was characterised by personal service and
direct contact with the retail store’s proprietor. 200 years ago, the natural approach to
the market was through Relationship Marketing. The early success of William Addis,
who invented the toothbrush in 1780 and founded a business, which continues today,
was based on understanding and interacting with customers. Jacob Schweppes, who
founded the soft drink company in 1870 in Geneva, gained his early experience, through
relationships with local doctors who provided poorer patients with his sparkling mineral
water.

In the 19^*^ Century, relationships with customers were essential to entrepreneurs like
Henry Heinz selling his glass bottles of grated horseradish, Andrew Pears marketing his
refined delicate soap, and David H. McConnell direct selling perfumes under the Avon
name. Clearly, relationship Marketing was and still is the foundation of a successful
business.

Marketing in its purest form existed in the town and village, with merchants and
tradesmen marketing their wares. In a community, success as a baker, for example,
depended on repeat business. This came from baking good bread and acting on
knowledge of the villagers preferences, leading to particular relationships with
individual customers. '"Know your customers, individually". Today, the plummeting real
costs of computing and increases in software flexibility are making possible cost-
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effective databases. Attainable through their database, Marriott Hotels can know the
likes and dislikes of 5 million people - their favourite rooms, whether they expect an
iron and ironing board, the newspaper they enjoy - and meet these expectations. Among
major American hotel chains, Marriott has the highest occupancy rate.

The storeowner was truly a relationship marketer who nurtured customers as individuals
and helped to fulfil their needs (Peppers and Rogers, 1995). The merchant’s interest in
establishing a relationship with his/her customers has been in practice for many
centuries. Gronroos (1994) illustrates this point of view with his citation of a Middle
Eastern proverb from ancient trade “As a merchant, you’d better have a friend in every
town

As the tradesman of 200 years ago knew his customers by name, where they lived, their
likes and dislikes, tastes and preferences, and so on, nowadays it is possible for a
company to have the same level of data on customers. In the new millennium this is true
on an enormous scale. The recall and recognition is not a mental process, but a
computer driven exercise.

Gummesson points to the lack of attention to relationships in marketing training, texts,
and research:
“How come relationships have not even been mentioned in marketing textbooks and
still hardly are? Now that relationship marketing is becoming popular, professors and
textbook writers crawl out of the woodwork claiming they are first - or at least among
the earliest - to see the importanee of relationships. They point to having used the word
“relationship ” in an article or a book long ago. In fact, that is no big achievement. The
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big achievement is how they can have avoided relationships so consistently over the
years. ”
Opinions abound as to why the importance of relationships in marketing has been
neglected. Greyser (1997) sees scientific management as the culprit, with its hallmarks
of a division of labour and a clearly defined marketing function. Sheth and Parvatiyar
(1995) maintain that the emergence of wholesale and retail institutions throughout the
industrial era in the United States separated producers from users, thus leading
marketers away from relationships and toward a non-human view of their customers.
Webster (1988) holds that strategic planning has shifted management’s focus toward
competitors and market dominance and away from customer relationships.

Each of these three views offers a different explanation for the avoidance of
relationships, but according to Gruen (1997) the basic effect is similar:
''Marketing serves the organisation as a separate function, and customers are regarded
impersonally, often merely as numbers or statistics. They are seen as objects of
research, advertising, product development, and selling. ”
If it is clear that relationship marketing practices are not new, why is the study of
relationship marketing considered new? Because of the new focus it gives the firm.
Although customer satisfaction and hence, fulfilment of the marketing concept are still
of paramount importance, more is transformed than just the way the firm sees the
customer. Relationships with customers are defined and treated as fundamental assets,
while value is created through numerous contacts between the partners. Relationships
are not taken for granted but are actively and individually managed.
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2.3.7: Goals of Relationship Marketing
Fig. 2 Goals of Relationship Marketing

Customer goals of relationship
marketing: getting customers,
satisfying customers, retaining
customers and enhancing

Fig. 2 illustrates the goals of RM graphically.
The overriding goal is to move as many profitable customers up the pyramid from being
newly attracted customers through to being highly valued, enhanced customers.
The primary goal of RM is to build and maintain a base of committed customers who
are profitable for the organisation. To achieve this goal, the firm will focus on the
attraction, retention, and enhancement of customer relationships.
First the firm will seek to attract customers who are likely to become long-term
relationship customers. Through market segmentation, the company can come to
understand the best target markets for building lasting customer relationships.
As the number of these relationships grow, the loyal customers themselves will
frequently help to attract (through word-of-mouth) new customers with similar
relationship potentials.
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2.3.8: Growth of Relationship Marketing
Proponents of RM such as Buttle (1996), Peppers and Rogers (1995), and Bitner (1995)
identified various factors that contributed to the development and growth in importance
of RM; they include:
•

The increasingly global and intense nature of competition;

•

More demanding and sophisticated customers;

•

Increased fragmentation of consumer markets;

•

Continuously increasing standards of quality;

•

The inadequacy of quality itself to create competitive advantages;

•

The influence of technology in almost all products and services.

•

The unreliability of traditional marketing (e.g. decline in overall advertising
effectiveness)

Consistent with the preceding list is the conceptual thinking underpinning relationship
marketing, which derived its influence from service management and emphasised the
benefits of retaining existing customers.
Researchers highlight that it costs 5 times as much to attract a new customer as it does
to keep an existing one (Rosenberg & Czepiel, 1984; Reichheld & Sasser, 1990:
Holmlund & Kock, 1996; Buttle, 1996).
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Heskett et al (1994) observe that the lifetime revenue stream from a loyal pizza
customer can be approximately $8,000, and that from a Cadillac customer may be as
high as £332,000.

2.3.9: Benefits of Relationship Marketing
RM strategies can produce many benefits for the practising firm, including higher
barriers to customer switching (Dwyer et al., 1987), decreased customer price sensitivity
(Beaton & Beaton, 1995; Gronroos, 1994; Perrien & Ricard, 1995), and economies in
the form of lower marketing costs (Copulsky & Wolf, 1990; Gronroos, 1994;
Gundlackk et al, 1995; Pruden, 1995; Sheth & Parvatiyar, 1995).
Researchers have examined which types of firms would most likely benefit from a
relationship marketing program. For example, Gronroos posits that, since RM stresses
personalised customer interaction, services firms are better suited to relationship
marketing than are consumer goods firms.
Benefits for Customers
Beyond the specific inherent benefits of receiving service value, customers benefit in
other ways fi-om long-term associations with firms. Research has uncovered specific
types of relational benefits that customers experience in long-term service relationships
including:
•

Confidence benefits

•

Social benefits
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•

Special treatment benefits

Confidence benefits:
These benefits comprise feelings of trust or confidence in the provider, along with a
sense of reduced anxiety and comfort in knowing what to expect.
Human nature is such that most of us would prefer not to change service providers,
particularly when we have a considerable investment in the relationship.
If the service provider knows us, knows our preferences, and has tailored services to
suit our needs over time, then changing would mean educating the new provider on all
of these factors.
The costs of switching are frequently high in terms of both Euro costs of transferring
business and the psychological and time-related costs.
Social benefits:
Over time, customers develop a sense of familiarity and even a social relationship with
their service providers. These ties make it less likely that they will switch, even if they
learn about a competitor that might have better quality or a lower price. We often hear
our colleagues say: "He's kind of like a friend now...Its more fun to deal with someone
that you're used to. You enjoy doing business with them"
In some long-term customer/firm relationships, a service may actually become part of
the consumer's social support system. For example, hairdressers often serve as personal
confidantes.
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Special Treatment benefits
Special treatment benefits include such things as getting the benefit of the doubt, being
given a special deal or price, or getting preferential treatment etc.
Benefits for the organisation
The benefits to an organisation of maintaining and developing a loyal customer base are
numerous. They can be linked directly to the firm's bottom line.
Increasing purchases:
The results of studies reported by Reichheld and Sasser (1990) show that across
industries customers tend to spend more each year with a particular relationship partner
than they did the preceding period. Figure 3 illustrates this trend for a variety of
businesses.
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Fig. 3 How much Profit a Customer Generates over Time

Source: Reichheld and Sasser (1990), Harvard Business Review.
As consumers get to know a firm and are satisfied with the quality of its services
relative to that of competitors, they tend to give more of their business to the firm. And
as a customer matures, in terms of age, life cycle, growth of business, they frequently
require more of a particular service.
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Lower costs:
There are many start up costs associated with attracting new customers. They include
advertising and other promotion costs, operating costs of setting up accounts and
systems, and time costs of getting to know the customer. Sometimes these initial costs
can outweigh the revenue expected from the new customer in the short term.
Free advertising through word-of-mouth (w-o-m):
When a product is complex and difficult to evaluate, and there is risk involved in the
decision to buy it - as is the case with many services - consumers most often look to
others for advice on which providers to consider.
Satisfied, loyal customers are likely to provide a firm with strong W-O-M
endorsements.
This form of advertising can be more effective than any paid form of advertising the
firm might use and has the added benefit of reducing the costs of attracting new
customers.
Further, customers that show up based on a referral tend to be better quality customers
(in terms of profitability, likelihood of being loyal) than are customers who are attracted
by price promotion or a new advertising campaign (Reichheld, 1996).
Employee Retention:
An indirect benefit of customer retention is employee retention. It is easier for a firm to
retain employees when it has a stable base of satisfied customers.
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People like to work for companies whose customers are happy and loyal (Reichheld,
1993). Their jobs are more satisfying and they are able to spend more of their time
fostering relationships than scrambling for new customers. In turn, customers are more
satisfied and become even better customers - a positive upward spiral. Because
employees stay with the firm longer, service quality improves and costs of turnover are
reduced, adding further to profit.

Christopher et al (1991) describe how the focus of marketing - has been changing from
being transaction oriented to that of relationship oriented. They propose an integration
of customer service, quality and marketing through relationship marketing. Relationship
marketing according to them, will assist the firm to:
•

Focus on customer retention

•

Offer superior product/service benefits

•

Pursue long term vision
Emphasise exemplary customer service
Engender customer commitment
Ensure that quality is the concern of all employees

50

Chapter 2: Literature Review
Similarly, Zeithaml and Bitner (1996) identify five important benefits an organisation
will gain by adopting the concept of relationship marketing, namely:
1. Increased purchases
2. Reduced costs
3. Free advertisement through W-O-M
4. Employee retention
5. The lifetime value of the customer

Furthermore, Sheth and Parvatiyar (1995) indicate that, as in any true relationship,
relationship marketing offers both partners benefits for their role in maintaining the
relationship.
They identify the numerous benefits available to customers who engage in a long term
relationship with a firm, such as:
•

Achieving greater efficiency in their decision making

•

Reducing the task of information processing

•

Reducing the perceived risks associated with future purchase choices

McKenna (1991) views Relationship marketing as an essential strategic tool of the firm.
According to him, rapid advancement in technology and the subsequent changes it
brings about in almost all types of business, renders individual firms unable to claim the
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expertise and full range of skills needed to bring products and solutions to the market
timely and cost effectively. Hence, he argues that "... in a dynamic market and with
continuously changing needs, the importance of business relationships has never been
more apparent".

2.3.10: What is necessary for a Relationship to Work?
While many extol relationship marketing there seems to be little consensus concerning
the exact nature of the discipline. Social scientists have different views on what are the
essential characteristics of interpersonal relationships. Duck (1991), for example,
identified several essential elements of a relationship which include caring, support,
loyalty, placing priority on the other's interests, honesty, trustworthiness, trust in the
other, giving help when needed, and working through disagreements. Argyle and
Henderson (1985) identified four universal rules of relationships: respect privacy; look
the other person in the eye; keep confidences; and do not criticise publicly. Gupta
(1983) concluded that stable, friendly relationships are characterised by communication,
trust, liking, respect, reciprocation, affection, influence, and understanding. Martin and
Sohi (1993) found that trust, frequency of communication, quality of communication
and relational norms impacted on the length of a relationship. Theodore Levitt (1983)
noted, " the sale merely consummates the courtship, how good the marriage is depends
on how well the relationship is managed by the seller. ”
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According to Buttle (1996), Relationship Marketing is about healthy relationships that
are characterised by:
•

Concern

•

Trust and commitment and

•

Service

Concern: Relationship Marketers are concerned for the welfare of their customers. They
want to meet, or preferably exceed customer’s expectations, producing satisfaction or
delight. Buttle (1996) cites American Express as a prime example of a company which
claims to be dedicated to producing customer delight by exceeding customer
expectations. The key is to understand intimately the expectations of customers. Since
expectations are the product of personal needs and experience, word of mouth and
marketing communications, they are dynamic (Zeithaml, Parasuraman, and Berry,
1994).

Trust and Commitment: trust and commitment are the focus of much of the published
research into Relationship Marketing. Moorman, Zaltman and Deshpande (1992),
Gamesan (1994), Morgan and Hunt (1994) and Geyskens and Steenkamp (1995) focus
on the role of trust in developing successful relationships. It would be difficult to
attempt to research consumer perceptions of the hotel industry and its relationship to
improved customer retention without realising that trust plays a very important part in
the consumer psyche. It is well established now that the development and maintenance
of trust between an organisation and its customers is a topic of increasing significance,
as strategic focus shifts from the one-off transaction towards the longer run relationship
(Michell, Reast and Lynch, 1998).
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Morgan and Hunt (1994) argue that:
“Commitment and trust are “key” because they encourage marketers to (1) work at
preserving relationship investments by cooperating with exchange partners, (2) resist
attractive short-term alternatives in favour of the expected long-term benefits of staying
with existing partners, and (2) view potentially high risk actions as being prudent
because of the belief that their partners will not act opportunistically. When
commitment and trust - not one or the other - are present, they produce outcomes that
promote efficiency, productivity and effectiveness

In addition, Morgan and Hunt (1994) describe commitment as an “enduring desire to
maintain a relationship, and trust as the confidence that one partner has in the other’s
reliability and integrity. Confidence is associated with the partner’s consistency,
competence, honesty, fairness, and willingness to make sacrifices, responsibility,
helpfulness and benevolence. Trust, they argue, is the cornerstone of relationship
commitment; without it commitment flounders ”.

Geyskens and Steenkamp (1995) believe that there is a consensus emerging that trust
encompasses two essential elements: trust in the partner’s honesty and trust in the
partner’s benevolence. Honesty refers to the belief that the partner stands by its word,
fulfils promised role obligations and is sincere. Benevolence reflects the belief that one
partner is interested in the other’s welfare and will not take actions to the detriment of
the partner. Trust brings about a feeling of security, reduces uncertainty and creates a
supportive climate.
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The challenge for Relationship Marketing managers is to demonstrate their commitment
to the relationship and to inculcate trust in their partner. In a service marketing context
this can be particularly challenging because of the relative absence of tangible cues, and
because services cannot be examined before they are produced/consumed (Buttle,
1996).

Authors such as Ganeson (1994), Smith, Ring and Van de Venn (1992) have come to
the conclusion that trust and commitment are very necessary ingredients in establishing
a long-term customer orientation. In terms of this research it is apparent the level of
trust felt by the consumer has a direct and significant effect upon their openness to
service and product offerings by firms in the hotel environments.

Service: The outcome of this concern for customers, in an environment of relationship
commitment and trust, is a desire to provide excellent service. Relationship Marketing
requires an organisation-wide commitment to providing high-quality services which is
reliable, empathic and responsive.

Since Relationship Marketing is a means to a profitable end. Relationship marketers
must believe that excellent service produces improved profitability. This has been the
focus of a stream of research (e.g. Rust, Zahorik and Keinindham, 1994), which broadly
supports this view.
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Storbacka, Strandvik and Gronroos (1994) have proposed a model which hypothesises a
number of connections between service quality and profitability. Their framework
incorporates the sequence:
“Service quality leads to customer satisfaction which leads to
relationship strength, which leads to
relationship longevity, which leads to
customer relationship profitability.”

A number of additional factors have been mentioned by a range of authors. A study by
Pressey and Mathews identified (2000) a total of 13 dimensions of Relationship
Marketing. Pressey and Mathews (2000) suggest that the following are relevant in
consumer-service relationships:
- much trust between customer and service provider;
- a high level of commitment between both parties;
- a relationship extending long into the past or planned to last well into the future;
- easy exchange of information between service provider and client;
- service providers having the customers best interests at heart;
- a commitment to quality by both parties; and
- a keenness by the service provider to retain the customer.

Additional dimensions identified by Pressey and Mathews (2000) are “links between
key individuals in both organisations with clearly defined roles ” and “shared values ”
and so do not relate particularly well to the services marketing context.
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2.3.11: Where is Relationship Marketing practised?
Industrial marketers, partieularly those selling high prieed capital goods, have long
known that they must take a long-term view to make a sale. Team selling, with multiple
levels of contact between seller and customer organisations, is commonplace. Sales are
closed only after protracted periods involving many people, and after-sale follow-up is
the norm.

Manufacturers of fast-moving consumer goods (FMCG) have also attempted to climb
on the Relationship Marketing bandwagon. Businesses, which are dependent on large
numbers of customers, high sales volumes and low margins, tend to have more
difficulty adopting Relationship Marketing. Frequently, their customer databases are
inadequately disaggregated; they know little about their customers at a personal level.
Heinz has computed that Relationship Marketing is not financially worthwhile if a
customer spends less than £10 on Heinz products per annum (Treather, 1994).

It is however, in the services marketing area that Relationship Marketing is practised
most widely. Services provided by banks, hotels and healthcare organisations are
particularly suitable for Relationship Marketing initiatives because they supply multiple
services, deliverable over several contacts, in person. Because of their participation in
the production of services, customers come face to face with employees and are able to
form an interpersonal relationship with the service provider. According to many
practitioners and researchers, the services marketing context provides the setting for
most research on Relationship Marketing, (Crosby, 1989; Crosby, Evans and Cowles,
1990; Czepiel, 1990; Gronroos, 1990; 1991; 1994).
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In addition, Pressey and Mathews (2000) put forward four factors that indicate the
potential use/suitability of relationship marketing in services marketing:

Personal/impersonal
The more personal the service the greater the inclination towards increased
communication, thus giving a higher potential for the use of relationship marketing.
This means relationship marketing is particularly setting. Gummesson (1994) compiled
a list of some 30 relationship types in the business setting. The sixteenth relationship
type "personal and social networks" he claims "often determine the business networks
In some cultures, even, business is solely conducted between friends and ffiends-offriends. "Personal involvement can be seen as being of great importance in serxnces
marketing (and RM in general) allowing interaction between both parties to take place
in the service delivery process”. A further perspective is provided by Perrien et al.
(1995), they maintain that " the role offront-line people is a major issue" that should be
taken into account to prevent losing an existing customer. Thus, personal service also
facilities customer retention.

Power
"Successful marketing relationships involve co-operative partners, not power-conscious
adversaries" (Hunt and Morgan 1994). Relationships typically require mutual co
operation or partnership rather than just acquiescence. Therefore, services encounters
with a lower imbalance of power facilitate the conditions for relationship
marketing.suitable to the hotel industry.
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Professionalism
Pressey and Mathews (2000) argue that professionalism is drawn from relationships
between professional buyers and sellers in organisations and it is difficult to draw a
parallel between, for example, a member of the public and a front-line member of staff
at a supermarket. However, a service provider that has professionalism, in the sense that
they are able to provide expert advice, or effectively handle complaints, for example,
will serve to engender trust (Wilson, 1995; Hunt and Morgan, 1994). Therefore services
with a high degree of professionalism involved within the service episode facilitate the
conditions for relationship marketing.

Involvement
Gummesson’s (1994) seventh relationship type is " interaction between the customer
and front-line personnel". He observed, "Production and delivery of services involve
the customer in an interactive relationship with the service provider's personnel". The
level of contact between the customer and the organisation is key.

2.3.12: Requirements for the successful implementation of Relationship Marketing in
the services marketing context
Francis Buttle (1996) identified a number of requirements for the successful
implementation of Relationship Marketing programmes.
At its best. Relationship Marketing is characterised by a genuine concern to meet or
exceed the expectations of customers and to provide excellent service in an environment
of trust and commitment to the relationship. To be successful Relationship Marketers,
companies must develop a supportive culture; market the Relationship Marketing idea
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internally, intimately understand customer expectations, create and maintain a detailed
customer database, and organise and reward employees in such a way that the prime
objective of relationship marketing, customer retention, is achieved.

First, a supportive culture is necessary for Relationship Marketing to flourish. Several
commentators have noted that relationship marketing represents a paradigm shift from
the older, transactional way of doing business (Levitt, 1983; Shapiro, 1991; Webster,
1992). Paradigm shifts inevitably demand changes of existing corporate culture.
Relationship Marketing is typified by mutual co-operation and interdependence between
customer and supplier (Sheth, 1994). Under a transactional regime, the relationship is
better characterised as “manipulation of customers, exploiting their ignorance”
(Gummesson, 1994). At its extreme, transactional marketing reflects P.T. Bamum’s
contemptuous observation: ''There’s a sucker born every day". Under relationship
marketing, salespeople are likely to be replaced by relationship managers; customer
retention is likely to be rewarded more highly than customer acquisition; customer
satisfaction data will receive attention equal to that of financial data in management
meetings; and the CEO will spend as much time with customers as with department
heads.

Internal Marketing is a second prerequisite for successful Relationship Marketing
(Gummesson, 1987; Gronroos, 1990). The goal of internal marketing is to convert
employees to the new culture, to persuade them that it is sensible to buy into the new
vision, and to motivate them to develop and implement Relationship Marketing
strategies. The internal market’s expectations and needs must be satisfied. “Unless this
is done properly the success of the organisation’s operations in its ultimate, external
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markets will be jeopardised (Gronroos, 1990). If the organisation is unable to meet its
employees’ needs, it is likely that they will defect to other jobs before being able to
build long-lasting relationships with customers.

It is also clear that the firm must understand customer expectations. This means that
there must be a continuous flow of information into the business; continuity is required
because expectations change over time. Work by Parasraman, Berry and Zeithaml
(1991) suggests that managers do not always have a clear understanding of customer
expectations. This is a product of an inadequate marketing information system, too
many layers between the front line and management, and communication difficulties.

A fourth requirement for successful Relationship Marketing is a sophisticated customer
database that provides information in an actionable format for the development and
monitoring of relationship marketing strategy and tactics. Petrison and Wang (1997)
claim that database technology is fundamental to allowing companies to get to know
their customers as individuals. As mentioned previously, Marriott Hotels have been
very successful at this and as a result have the highest occupancy rate in the United
States. A further example is provided by the Irish Retail chain, Dunnes Stores. Their
point-of-sale system captures a large percentage of customer identities and transactions
down to the individual stock-keeping unit (sku) level. The company uses this data to
communicate highly focused offers to customers, and to monitor the impacts of any
Relationship Marketing initiatives. Relationship managers are increasingly able to use
databases to track retention rates longitudinally, conduct root-cause investigations of
defections, segment their markets and establish retention objectives.
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2.3.13: With whom should such relationships be established? - The “right” Customers
Most authors who have written on the subject of Relationship Marketing have accepted,
without question, the principle that retaining customers, rather than constantly seeking
new ones, is a sound business practice. While most see the establishment of a
relationship as a key element in the retention of customers, few have raised issues
relating to which customers should be retained (Barnes and Cumby, 1993). The
acceptance of relationship as a good thing because it leads to long-term profitability is
simplistic, and begs the question, with whom should such relationships be established
and what form they should take.

Customers are obviously an essential ingredient in Relationship Marketing, and success
depends on their staying with the company a long time. But not all customers are equal.
Companies should target “right” customers - not necessarily the easiest to attract or the
most profitable in the short term but those who are likely to do business with the
company over time. For various reasons, some customers do not stay loyal to one
company, no matter what value they receive. The challenge is to avoid as many of these
people as possible in favour of customers whose loyalty can be developed, (Zeithmal,
1995).

Therefore, it is vital to find and acquire the right customers. Customers who will
provide steady cash flows and a profitable return on the firm’s investment for years to
come, customers whose loyalty can be won and most importantly retained.

In his book “The Loyalty Effect”, Reichheld (1996) suggests that companies should
remember three rules of thumb about customers:
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(1) Some customers are inherently predictable and loyal, no matter what company that
are doing business with. They simply prefer stable long-term relationships.

(2) Some customers are more profitable than others. They spend more money, pay their
bills more promptly, and require less service.

(3) Some customers will find a company’s products and services more valuable than
those of competitors.

Reichheld (1996) suggests that the more customers a company can attract who belong to
one or two or even all three of these groups, the better the chances of reaping the
rewards that accompany superior customer retention. A virtuous cycle is created in the
following way: better customers create a cash-flow surplus; part of that surplus goes
into the delivery of still greater value; more and more value along critical dimensions
makes loyal customers more loyal still.

Demographics and previous purchase history give some indication of a customer’s
inherent loyalty. People who buy because of a personal referral tend to be more loyal
than those who buy because of an advertisement. Those who buy at the standard price
are more loyal than those who buy on price promotion. Homeowners, middle aged
people, and rural populations also tend to be loyal, while highly mobile populations are
inherently disloyal because they interrupt their business relations each time they move.
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Generalising about the right customers fails to take into account the fact that a customer
who is disloyal and therefore expensive for one company maybe valuable for another
company. Reichheld (1996) cites the example of an American company, USAA, a
loyalty leader with a remarkable 98 percent retention rate in its field of car insurance,
has created a steady client base among military officers, a group known for frequent
moves. Military officers are not very profitable for most insurers, but by developing a
system tailored to that group’s particular needs, USAA made it possible and economical
to keep them. The heart of USAA’s system is a centralised database and telephone sales
force that customers can access from anywhere in the world. The system itself rather
than the insurance agent provides continuity with the customer. That continuity works
to the customer’s and company’s advantage. The military officer doesn’t have to find a
new agent every time s/he is redeployed, and USAA doesn’t have to transfer records or
create new ones. More important, USAA avoids having to lure a new customer to
replace the one it would have lost. In other words, because USAA is not filling a leaky
bucket, it doesn’t have to bring in as many new customers to achieve a given level of
growth (Reichheld, 1996).Hotel claims which have central booking phone numbers
have an opportunity to reach some of the benefits gained by USAA.

Finding loyal customers requires taking a hard look at what kinds of customers a
company can deliver superior value to. To do this effectively, companies need market
segmentation and targeting.

Kotler and Armstrong (1991) presented a model of the various “steps in market
segmentation and targeting for services” The steps are outlined in figure 4
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Fig. 4 Steps in Market Segmentation
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Steps in market segmentation and targeting for services

Many aspects of segmentation and targeting for ser\dces are the same as those for
manufactured goods. However, there are differences. The most powerful difference
involves the need for compatibility in market segments. Because other customers are
often present when a service is delivered, service providers must recognise the need to
choose compatible segments that are receiving service at the same time.

A second difference between goods and services is that service providers have a far
greater ability to customise/personalise service offerings in real time than manufacturing
firms

have.

The

inherent

characteristics

of

services

lend

themselves

to

customisation/personalisation and support the possibility of segmenting to the
individual level. Because services are delivered to people by people, they are difficult to
standardise and their outcomes and processes may be inconsistent from provider to
provider, from customer to customer, and even from one time period to the next. This
inherent heterogeneity is at once a problem and a blessing. On the one hand it means
that service delivery is difficult to control and predict, and the resulting inconsistencies
may cause customers to question a firm’s reliability. On the other hand it presents
opportunities to customise and tailor the service in ways typically not possible for
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manufacturers of goods. Because the service itself is frequently delivered in “real time”
by “real people” there is an opportunity for one-to-one customisation of the offering.
Heterogeneity pursued in a purposeful manner can be turned into an effective
customisation strategy. (Zeithhaml and Bitner, 1996)

While segments-of-one may be impractical in some cases, the underlying idea of
crafting a customised service to fit each individual’s needs fits very well with today’s
consumers, who demand to be treated as individuals and who want their own particular
needs satisfied.

For service providers who have a limited number of large customers, the segment-of one marketing strategy may be obvious. But even in consumer markets where a
company may have hundreds, thousands, or even millions of moments of truth per day,
technology combined with employee empowerment is leading the way to mass
customisation.

For example, the Ritz-Carton Hotel Company, winner of the 1992 Malcolm Baldridge
National Quality Award, targets its services to industry executives, meeting and
corporate travel planners, and affluent travellers. While there are many dimensions to
their success, one of the keys is the quality of their customer database. Ritz Carlton train
each employee to note the likes and dislikes of regular guests and to record this
information immediately into a computerised guest history profile. The company now
has information on the preferences of more than 240,000 repeat Ritz-Carlton guests,
resulting in more personalised service. As a result, they can know in advance the guest’s
preferences and be prepared to provide individualised service even before the guest’s
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arrival. For example, if a guest prefers a feather pillow, wants extra brown sugar with
her oatmeal, or always orders a glass of sherry before retiring, this information can be
entered into the database and these needs anticipated - often much to the guest’s surprise
(Hart, 1996).

How does the Ritz-Carlton approach work? The company uses the guest history
information to exceed customers’ expectations of the way they will be treated. When a
repeat customer calls the hotel’s central reservations number to book accommodation,
the reser\^ation agent can call up the individual’s preference information. He or she
sends the information electronically to the particular hotel at which the reservation is
made. The hotel outputs the data in a daily guest recognition and preference report that
is circulated to employees. Employees then greet the repeat guest personally at check-in
and ensure that the guest’s needs or preferences are anticipated and met (Marriott
executive report on Customer Satisfaction 6, 1993).

According to surveys conducted for Ritz-Carton by an independent research firm, 92 to
97 percent of the company’s guests leave satisfied (Ibid). A survey by Gallup found the
Ritz-Carlton Hotel Company to be the first choice of its customers for the last two
years, and a 95 per cent satisfaction rating, compared with a 57 per cent satisfaction
rating for the nearest competitor. And the Ritz-Carlton maintains a 10 per cent
performance gap over the next best competitor outside of those hotels rated four or five
stars by the Mobil Travel Guide.
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In his book, Mass Customisation, Joe Pine (1993) describes a number of different
approaches for working toward a mass customisation goal. One of these approaches
include the following:

- Customising the service around a standardised core: A standard core service such as
hotel accommodations can be customised through addition of features or through
creative delivery options. Hotels, for example, offer in-room variations (e.g.
smoking/nonsmoking, size and number of beds) as well as add-ons such as office
services for business travellers and exercise facilities.

In regard to the steps in segmenting and targeting service markets (fig. 4), procedures in
steps 1 to 4 are much the same as when segmenting product markets. However step 5
has acute importance for service companies.

Because services are often performed in the presence of the customer, the services
marketer must be certain that the customers are compatible with each other. If during
the nonpeak season a hotel chooses to serve for example, families who are attracted by
discounted prices and college students on their spring break - it may find that the two
groups do not merge. It may be possible to manage the segments in this example so that
they do not directly interact with each other. But if this is not possible, they may
negatively influence each other’s experiences, hurting the hotel’s future business. In
identifying segments it is thus important to think through how they will use the service
and whether segments will be compatible.
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2.3.14: The Suitability of Relationship Marketing to the Hotel Industry
Evans and Laskin (1994) suggest “Relationship Marketing is a customer centered
approach whereby a firm seeks long-term business relations with prospective and
existing customers

Gronroos (1990; 1991; 1994), who opened the debate on Relationship Marketing,
explains it as follows:
“Marketing is to establish, maintain and enhance.... relationships with customers and
other partners, at a profit, so that the objectives of the parties involved are met. This is
achieved by mutual exchange and fulfilment ofpromises ”.

This definition attempts to incorporate both the transactional and relational qualities of
marketing.
Given the strength of argument for Relationship Marketing many researchers and
practitioners (e.g. Bowen and Shoemaker, 1998) consider the under-utilisation of
Relationship Marketing in the hotel industry as surprising. Relationship marketing can
enhance the profitability of hotels by fostering customer loyalty. Building a group of
loyal customers is money in the bank for a hotel, but loyalty requires a long-term
relationship in which a hotel earns its guests’ trust. Customer loyalty is influenced by
the services and the flexibility of the hotel as well as safety, service consistency,
honesty and accurate communication. Unfortunately many hotels fall short of fostering
loyalty among their guests.

The hotel industry has in recent years become interested in developing loyal guests
through relationship marketing, but the initiative has progressed only by fits and starts
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(Bowen and Shoemaker, 1998). In the current competitive marketplace companies have
found it necessary to win the loyalty of the reduced number of customers. They need to
reorient their thinking away from merely attracting customers to retaining customers.
This is due to the need to reduce the cost of acquiring customers. It is between five and
ten times as expensive to win an existing customer as it is to retain an existing one
(Rosenberg and Czepiel, 1984; Barnes and Cumby, 1993; Liswood, 1989). Buttle
(1996) notes that there are the direct costs of the successful conversion of a prospect
into a customer (selling costs, commission, product samples, credit checking costs,
administrative costs, database costs) as well as the costs of unsuccessful prospecting.
Thus, keeping customers loyal is a sensible business strategy.

However, the industry’s approaches to Relationship Marketing have so far focused
largely on transactional tactics, such as frequent-guest programmes, gifts for repeat
customers, and the like. As the weaknesses of a transactional approach become apparent
(primarily, anyone can copy those tactics), new concepts of Relationship Marketing are
employing a strategic perspective intended to develop guests’ loyalty in a way that
cannot easily be duplicated by competitors. Buttle (1996) proposes that Relationship
Marketing focuses on loyalty and customer retention - a relationship built on trust and
commitment between the buyer and seller.
Customer loyalty is particularly important to the hotel industry, because most hotel
industry segments are mature and competition is strong. Often there is little
differentiation among products and services in the same segment. For example, general
managers from ITT Sheraton in Asia were shown pictures of hotel rooms from their
own chain and three competitors. Most managers could not identify the brand of one
room - not even their own - although they were given a list of eight from which to
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choose, (Kotler, Bowen, and Makens, 1996). The difficulty faced by hotel brands of
differentiating themselves on physical attributes is one of the factors that drew the
industry’s attention in the 1990s to relationship marketing. The goal of relationship
marketing is to build customers’ loyalty based on factors other than pure economics or
product attributes. In essence, relationship marketing means developing customers as
partners (long term customers), a process much different from traditional transactionbased marketing. Figure 5 shows the differences between traditional marketing and
relationship marketing

Fie. 5 Relationship Marketing compared with Traditional Marketing

Relationship Marketing

Traditional Marketing

Orientation to customer retention

Orientation to single sales

Continual customer contact

Episodic customer contact

Focus on customer value

Focus on product features

Long-term horizon

Short-term horizon

High customer-service emphasis

Little emphasis on customer
service

High commitment to meeting
customer expectations

Limited commitment to meeting
customer expectations

Quality concerns all staff
members

Quality concerns only production
staff

Source: Dwyer, Schurr and Oh (1987), Journal of Marketing.
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Even with successful RM campaigns, companies still face the risk of customers
defecting, i.e. they stop coming back. Defection rates affect retention rates, which is a
central issue in relationship marketing. Price Waterhouse calculated that a 2 percent
increase in customer retention is equivalent to a 10 percent reduction in costs (Caterer
and Hotelkeeper, 1994). An awareness of the lifetime value of customers is growing. As
indicated in following Section 2: Customer Retention, see figure 7, a transactionorientated view of the customer would consider the sales value and margin earned from
a single sale, while a relationship-oriented view considers the revenues and
contributions earned from a long-term relationship with a customer. Gilbert (1996)
argues that the lifetime value of retaining customers enables costs of conversion of the
prospect to be set against revenues earned over the longer term. Sales and profits will
also improve in direct proportion to the length of time a relationship lasts. In addition,
existing customers tend to make more frequent visits, may broaden the base of their
own purchase over time, and influence others through word-of-mouth advertising
(Haywood, 1988).

A Relationship Marketing paradigm is most suitable when (Gilpin, 1996; Lewis and
Chambers, 1989; Reichheld, 1993; Juttner and Wehrli, 1994):
1. there is an ongoing or periodic need for the service on the part of the customer,
2. the service customer controls the selection of the service supplier,
3. it is possible to choose from among a number of suppliers,
4. brand switching is a common phenomenon,
5. word-of-mouth is an especially potent form of communication about a product or
service and
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6, there is an ability to cross-sell products.

The criteria mentioned above clearly indicate the suitability of relationship marketing to
the hotel industry.
It is important to consider the relative ease with which RM can be practised within the
industry. From accommodation bookings and the registration process, hotels already
possess certain information on customers. It is possible for hotels to find out other
valuable information, such as frequency of stay and spending behaviour, through
company records. This information can be brought together on a database system and
manipulated to identify and target the more profitable customers. Hotels could then
begin a relationship with customers that offer profit potential.

To conclude, the concept of relationship marketing, while not new, has found ready
acceptance in a world where it has become clear that strategic competitive advantage
can no longer be delivered on the basis of core product characteristics, and where
corporate profitability has been shown to be linked closely with satisfying existing
customers. Recent growth in interest in developing customer relationships is supported
by a body of research evidence (e.g. Reichheld and Sasser, 1990), mentioned earlier,
that it really is more profitable to keep customers for the long-term. Many progressive
companies accept the need to keep existing customers happy, rather than devoting high
levels of marketing effort to the stemming of customer turnover, where every customer
who leaves has to be replaced by a new one in order merely for the company to stand
still. (Barnes, 1995).
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This above discussion (sections 2.3.12 - 2.3.14) of relationship marketing has proposed
that RM principles have very close application to hotel marketing. RM emphasises the
importance of the customer-firm relationship, which is at the heart of the author’s
research. From this base the author can explore customer retention literature; within
which the study shall examine two main areas; customer retention practices and
defection management.

2.4: Section 2: Customer Retention
The past twenty years of research in relationship marketing has led to the emergence of
the concept of Customer Retention. Customer Retention is a marketing discipline
committed to earning the first-time or occasional buyer’s long-term loyalty. It is
founded on the belief that the initial purchase is not the conclusion of the marketing
cycle, but rather a signal from the buyer to the seller that an ongoing relationship
between the two parties is possible. While the buyer has expressed confidence in the
seller’s company and product or service with the first purchase, it is the seller’s
responsibility to acknowledge the sale and set about orchestrating a dialogue with the
buyer to develop the relationship so that it will be mutually beneficial to each partner.
(John Bishop, 1999). The importance of this concept is highlighted by Glenn DeSouza
(1992):
“...customer retention has a more powerful effect on profits than market share, scale
economies and other variables that are commonly associated with competitive
advantage ”.

The justification for customer retention comes from the knowledge that it is five to ten
times less costly to retain a customer than acquire a new one. In fact a two percent
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increase in retention rates is the equivalent of a ten percent reduction in operating costs
while a five pereent improvement ean lead to profit increases of up to 85% (Reichheld
and Sasser, 1990).

However, judging by the aetions of many companies today, it appears that this is not
widely believed. It is still very much the praetiee in sales oriented companies to direct
the majority of their resources at obtaining new customers, at the expense of existing
eustomers. Berry and Parasuraman extend this point further by suggesting that “...firms
frequently focus on attracting customers (the “first act”) but then pay little attention to
what they should do to keep them (the “second act”). It has been good practice to rely
on promotions to recruit new customers. As a result, the expectations the customer is
given are so inflated that they are sure to be disappointed and thus take their custom
elsewhere, (Rosenberg and Czepiel, 1984). In Advertising Age, ideas expressed in an
interview with James L. Sehorr, then executive vice president of marketing at Holiday
Inns, illustrate this point further. Schorr stated that he was famous at Holiday Inns for
what is called the “Leaky Bueket Marketing Theory”, first coined by Ehrenbergs
(1977). By this Schorr meant that marketing can be thought of as a big bucket: It’s what
the sales, advertising, and promotion programmes do that pours business in to the top of
the bueket. As long as these programmes are effective, the bucket stays full. However,
“there is only one problem,” he said, “There is a hole in the bucket.” When the business
is running well and the hotel is delivering on its promises, the hole is small and few
customers are leaving. When the operation is weak and customers are not satisfied with
what they get, however, people start falling out of the bucket through the holes faster
than they can be poured in through the top. As indicated in the following Section 2:
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Customer Retention, figure 8, illustrates why a relationship marketing and customer
retention strategy that focuses on plugging the holes in the bucket makes so much sense.

Fig. 6

Leaky Bucket Marketing Theory

2.4.1: Customer retention: A Marketing Strategy for Long Term Success and Increased
Growth. Productivity, and Profits.
"Loyalty is DEAD", the experts proclaim, and statistics seem to bear them out.
Frederick Reichheld (1996) exemplifies this with a comparison of the way society treats
friendships, community organisations, and even marriage. “You would think we were
renting cars instead of making commitments

Business seems to have entered the age

of the one night stand (Financial Times, 12 April 1996) On average, US corporations
now lose half their customers in five years, half their employees in four, and half their
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investors in less than one. Experts believe that society is faced with “ a future in which
the only business relationships will be opportunistic transactions between virtual
strangers” (Reichheld, 1996). Layoffs, stock-market chum, fickle customers, executive
job surfing - all signs seem to point tow'ard opportunism and disloyalty as the governing
principles in commerce as well as in society. Unfortunately, a lot of business leaders
accept this state of affairs with a shmg on the shoulders. They believe that loyalty is not
fashionable, lucrative, or relevant and have more urgent problems to worry about - for
example, growth, productivity, and profits. (Cook, in Reichheld 1996)

The question that remains is: can companies succeed by embracing opportunism as a
way of life? According to Reichheld (1996), the answer is no, not if they care about
long-term growth, productivity, and profits. Experience has shown that disloyalty at
current rates stunts corporate performance by 25 to 50 per cent. By contrast, businesses
that concentrate on finding and keeping good customers, productive employees, and
supportive investors continue to generate superior results. Loyalty is by no means dead.
It remains one of the great engines of business success, (Reichheld, 1996).

Reichheld (1996) developed a business model based on two principles - value creation,
which generates the forces that hold these businesses together, and loyalty, which is
inextricably linked to value creation as both a cause and an effect. As an effect, loyalty
reliably measures whether or not the company has created and delivered superior value.
Customers either come back for more or they go elsewhere. As a cause, loyalty initiates
a series of economic effects that cascades through the business system as follows:
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1. Revenues and market share grow as superior value sweeps the best customers into the
company’s business system, building repeat sales and referrals. A strong value
proposition allows the company to be more selective in new customer acquisition,
which further stimulates sustainable growth.

2. Sustainable growth also enables a company to offer rewards and careers that attract
and retain the best employees. Delivering consistently superior value to customers
increases employee loyalty still further, by giving people pride and satisfaction in their
work. Finally as long-term employees get to know their long-term customers, they learn
to deliver still more value, which further reinforces both customer and employee loyalty
and retention.

3. Motivated, long term employees learn how to reduce costs and improve quality, and
this in turn builds more customer value and generates superior productivity. The
company can use this productivity surplus to fund superior compensation and better
tools and training, all of which reinforce the productivity, compensation growth, and
loyalty of employees.

4. Upwardly spiralling productivity (coupled with the fact that loyal customers do
business more efficiently) generates the kind of cost advantage that is very difficult for a
competitor to match. Sustainable cost advantage (coupled with the fact that customer
retention means a more rapidly growing customer inventory) generates the growth and
profits that make it easier to attract and retain loyal investors.
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5. Loyal investors behave like partners. They stabilise the system, lower the cost of
capital, and allow surplus cash to flow back into the business to fund customer and
employee investments that increase the company's potential to create new and still
greater value.

To conclude, responsibility for customer retention belongs squarely on the CEO’s desk,
where it can get the same kind of attention that is lavished on stock price and cash flow.
Consistently high retention can create tremendous competitive advantage, boost
employee morale, produce unexpected bonuses in productivity and growth, even reduce
the cost of capital. Conversely, persistent defection means that former customers people convinced the company offers inferior value - will eventually outnumber the
company’s loyal advocates and dominate the collective voice of the marketplace. When
that moment arrives, no amount of advertising, PR, or ingenious marketing will prop up
pricing, new customer acquisitions, or the company’s reputation (Reichheld, 1996).

Some of today’s accounting systems often mask the fact that inventories of experienced
customers, employees, and investors are a company’s most valuable assets. According
to Reichheld:
“....these invaluable assets are vanishing from corporate balance sheets at an alarming
rate, decimating growth and earnings potential as they go. In a typical company today,
customers are defecting at the rate of 10 to 30 per cent per year; employee turnover
rates of 15 to 25 per cent are common, and average annual investor churn now exceeds
50 per cent per year. How can any manager be expected to grow a profitable business
when 20 to 50 percent of the company’s most valuable inventory vanishes without a
trace each year” (Reichheld, 1996).
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Reichheld (1996) points out that a few companies have decided to overcome this
challenge by plugging the leaks in their balance sheets. These firms have discovered
how to acquire the long-term loyalty of customers, employees, and investors and so
have changed the fundamental economics of their businesses. While competitors
struggle to generate growth and cash flow, these companies thrive.

In order for companies to become loyalty leaders, Reichheld (1996) suggests the
adoption of the following procedures:
(1) avoid snapshot accounting
(2) view asset defection as unacceptable value-destroying failures.

Reichheld said, in his famous book “The Loyalty Effect”:
“By diligently improving value and reducing asset defections, loyalty leaders have
lowered their inventory losses to a mere trickle, and their resulting performance has
been astonishing. By decreasing defection rates, they have achieved prodigious growth
in profits and cash generation. They have discovered that human capital, unlike most
other assets, does not depreciate over time. Like good wine, it actually improves with
age.......Few business people think of customers as annuities. Even fewer look at
employees and investors this way. But the difference is exactly the difference between a
snapshot and a time exposure, between publicity still and a full-length feature film.
When managers begin to understand the long-term economic consequences of loyalty,
they will begin managing their businesses with the goal of customer retention ”.

Reichheld (1996) has made a convincing case for customer retention, especially when a
business considers the multiplier effect it has on productivity, growth, and profit.
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2.4.2:The Economics of Customer Retention
Today, the idea that loyal eustomers are a good thing is self-evident to every business
person. Yet the vast majority of companies do not know the cash value of customer
loyalty. Reichheld (1996) believes that “they look at their sales figures or at average
customer tenure, and they draw a series of inappropriate or inaccurate conclusions
Unfortunately some companies today focus on current period costs and revenues and
bypass expected cash flows over a customer’s lifetime. Served eorreetly, customers
generate inereasingly more profits each year they stay with the company. Bain and co.
(in Reichheld, 1996) studied a wide range of industries to test for this possibility, and
found that the forces of loyalty produce spectacular results.

Figure 7 graphically illustrates the increase in the net present value of an average
customer in a number of different industries when the customer retention rate increases
by five per cent.
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Fig. 7 Profit Impact of 5% Increase in Retention Rate

Source: Reichheld and Dawkins (1990).

As mentioned earlier, it has been suggested that firms frequently focus on attracting
customers (the “first act”), but then pay little attention to what they should do to keep
them (the “second act”). (Berry and Parasuraman, 1991) This can be seen within the
Assurance and Financial services Industries, also among FMCG manufacturers. This
tends to affirm Ehrenberg’s, “Leaky Bucket Theory” (1977), where customers who are
recruited are only replacing those customers leaving. The only way to help companies
make a more informed decision is to give them proof of customer retention benefits.
This task has been undertaken by Reichheld and Dawkins, “Customer retention as a
competitive weapon” (1990). The research provided the following conclusion;
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“We find that a five percentage point swing in a company’s customer retention rate
drives profits by 25 per cent for a wide range of industries. ’’

In most businesses, the profit earned from each individual customer grows as the
customer stays with the company. Served correctly, customers generate increasingly
more profits each year they stay with a company. Figure 7 supports this point.
This conclusion is also reached by DeSouza (1992), as he states;
“There are few things that are more closely associated with superior business
performance than a high rate of customer retention. ’’

To further appreciate the importance of customer retention, it is important to examine
the cost of losing each individual customer. It is agreed that the true cost of losing a
customer is the amount spent by that person throughout their lifetime as a loyal
customer of a company. For instance, for one car service company, the expected profit
from a fourth year customer is more than triple the profit that same customer generates
in the first year. When customers defect, they take all that profit-making potential with
them. As Reichheld (1996) said;
“...the economic consequences of losing mature customers and replacing them with new
ones are not neutral.

”

Acquiring a new customer entails one-time costs for advertising, promotions etc.
Reichheld and Sasser (1990) discovered that in the credit card industry, for example,
companies spend an average of $51 to recruit a customer and to set up a new account.
The newly acquired customers use the card slowly at first to generate cash. But if the
customers stay a second year, the economics greatly improve. As they become
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accustomed to using the credit card and are satisfied with the service it provides,
customers use it more and more and the balances grow. In the second year - and the
years thereafter - they purchase even more; which turns up profits sharply. This is
illustrated in the example op MBNA cited in Bateson (1995).

Clearly, the consequences of customer retention compound over time. While a change
in defection rates may have little effect on a company’s first year’s profits, even a tiny
change in customer retention can cascade through a business system and multiply over
time. The resulting effect on long-term profit, growth and business success can be
enormous. As Reichheld an Dawkins (1990) say;
“on the dark side of the equation’s power, a company with a retention rate that drops
several points is not merely ‘slipping’. It is tumbling toward disaster. ”

2.4.3: Why are loyal customers more profitable?
Reichheld (1996) developed a generic model, laid out in figure 8, that captures most of
the important economic effects of customer loyalty: acquisition cost, revenue growth,
cost savings, referrals and price premium.
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Fig. 8

Keeping Customers Pays Off
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(Source Frederick F. Reichheld, Loyalty and the Renaissance of Marketing, Marketing
Management Vol. 2, No. 4, pp.15)

Acquisition costs: Almost every business has to invest money up front to attract new
customers. Some of these costs include: advertising directed at new customers;
commissions on sales to new customers; sales force overheads; and so on.

Base Profit: All customers purchase some product or service. More often than not, the
prices they pay are higher than the company’s costs. Therefore, base profit is the basic
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profit on basic purchase, unaffected by time, loyalty, efficiency, or any other
consideration. Clearly, the longer a company retains a customer, the longer the company
will earn this base profit.

Per-customer Revenue Growth: One advantage of retaining customers is that in most
businesses customer spending tends to accelerate over time. For example, in car service,
new eustomers may come in for a wheel alignment or an oil change, but if they like the
service and the value, they will likely move on to more expensive items like tune-ups
and tyres. As mentioned earlier, average annual revenue per customer in car service
triples between the first and fifth year. In the Hotel Industry, new customers may stay
for one night or two perhaps, but if they like the service and the value, they may also
wine and dine in the hotel rather than go to a restaurant or public house.

Operating Costs: As customers get to know a business, they learn to be very efficient.
They will not waste time requesting services the company does not provide. Familiarity
with the company’s products or services makes them less dependent on its employees
for information and advice. For example, in the car service business, the advantage of
customer retention comes partly from knowing the car, its repair history, and in the case
of a persistent problem, the solutions that have already been tried. Repeat customers are
also eheaper to serve because they call in advance for appointments and are more
flexible on scheduling. New customers drive in off the street, typically at lunchtime or
during rush hour, when the business is already operating at capacity. Keeping service
bays utilised is one of the keys to running a profitable car service business. Loyal long
term customers make that job a good deal easier.
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As Reichheld (1996) states;
“...In most industries, the cost benefits of loyalty spiral directly from the way long-term
customers and long-term employees interact and learn from one another. Repeat
customers tend to be pleased with the value they receive, and their satisfaction is a
source ofpride and energy for employees. Motivated employees stay with the company
longer and get to know their customers better - which leads to still better service, builds
still greater customer satisfaction, and further improves the relationship and the
company’s results. This human factor, personal loyalty, is powerful. Brand loyalty often
pales by comparison. After all, the customer can get to know a brand, but the brand can
never get to know the customer, so it is no surprise that customers are much more loyal
to individual employees than to the logos on buildings and business cards. What is
more, customers will give employees they know a second chance to correct a problem,
which has its own benefits for customer retention and productivity”

Referrals: A third important benefit of long-term customer retention is that satisfied
customers recommend the business to others. For example, Lexus gets far more new
customers from referrals than any other source.
Reichheld said “...customers who show up on the strength of a personal
recommendation tend to be of higher quality - that is, to be more profitable and stay
with the business longer - than customers who respond to conquest advertising, sales
pitches, or price promotions.”

For example, one insurance company tracked customers who come in through the
Yellow Pages and found their retention rate and profitability so miserable that
management encouraged agents to drop the ads. According to research conducted by
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Reichheld, customers who come on a recommendation, however, are likely to be there
for the right reasons. Veteran customers paint a more accurate picture of a business’s
strengths and weaknesses than advertisements. In addition, since people tend to
associate with people like themselves, chances are good that referred customers will fit
well with the products and services the company offers.

Price Premium: In most industries, old customers pay effectively higher prices than
new ones. Customers who have been around long enough to learn a company’s
procedures and acquaint themselves with its full product line almost invariably get
greater value from a business relationship. So it’s not surprising that they are less price
sensitive on individual items than new customers are.

Figure 8, see p. 86, clearly illustrates the long-tenn benefits of customer retention.

In the words of Rosenberg and Czepiel (1984):
“....

some marketing managers to-day grew up (and prospered) in an era when

marketing’s principal job was getting new customers. ”

Now, however, the need is to conserve a firm’s customer base and enlarge its buying
activity. Marketing managers must start asking: “What are we doing to keep
customers?” The proposed solution to this question is via customer retention strategies.

2.4.4: Customer Retention and Loyalty in the Hotel Industry
Hotels generally accept that a much more profitable customer (due to factors such as
reduced marketing costs and higher revenues that can be derived from such customers)
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is the customer that returns to the hotel regularly each time that s/he acquires
accommodation in the vicinity of the hotel. In effect, a loyal customer is one who, as
Bowen and Shoemaker (1998) say, “recognises a relationship built on tmst and
commitment between the buyer and the seller.” Loyalty of the existing customer base is
one way in which hotels can face the competitive environment with confidence.
Reichheld and Sasser (1990) claim “companies can boost profits by almost 100% by
retaining just 5% more customers.” However loyalty is not earned easily or quickly and
is certainly difficult to achieve due to the inconsistency in service levels which can
occur in hotels. This is mainly due to the numerous interactions of service involving
hotel employees that a customer encounters when buying hotel services (Danaher and
Mattsson, 1997).

To achieve success in the Hotels sector, it is evident that the central issue is one of
customer retention. The aim of this research is not only to affirm the importance of
customer retention, but to determine how, hotels can achieve sustained (or long term)
customer loyalty, thereby preventing customer defection and to discover consumers
attitudes towards each type of retention strategy when they are making the choice of
which hotel they wish to stay in on a regular basis

2.4.5: Factors that influence a hotel customer’s decision to repurchase
A customer’s experience of a hotel stay involves both tangible and intangible elements,
any one of which can elicit positive or negative perceptions and can therefore influence
the propensity of the customer to re-use the particular hotel on a future occasion. If
hotels are to retain their existing customer base and ensure loyalty of their current

89

Chapter 2: Literature Review
customers, managers must ensure that customers’ expectations are at least met and if
possible exceeded. Therefore in attempting to determine the factors that influence a
customer’s loyalty to a hotel or a hotel’s retention of its existing customer base, a wide
ranging review is required into the rich complexity of factors which influence the
decision to re-purchase. These include Product, Price, Promotion, Location and
Booking and Service Quality issues; all variables identified by Morgan and Dev (1994)
as likely to have a significant influence on brand loyalty.

Product Issues
The physical (or technical) attributes of a hotel are extensive and complex and include
the visible aspects of the exterior, foyer, restaurant and bar, public areas, bedroom,
leisure facilities where provided, and the functional aspects of services provided by
hotel employees (i.e. quality of service delivery) within these areas. Technical aspects
also include cleanliness, quality of furnishings and fittings, size of rooms, aesthetics,
quality of bathrooms, bedroom facilities, restaurant and bar design and style. Functional
aspects include hotel reputation, style of services offered, promptness of service and
friendliness and empathy of staff.

Studies by Lewis and Pizam (1981), Lewis (1987), Nightingale (1985), Moller et al.
(1985), Lewis and Klein (1987) and Knutson (1988a; 1988b) have all measured the
attributes of hotels and their relative importance to hotel customers and compared these
to the attributes which hotel management provide. All these studies show that
management believed their customers were demanding a higher specification of
technical hotel product than customers themselves were requiring. Additionally, it was
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found that management was placing greater importance on the technical elements of
hotels rather than functional elements.

Baloglu et al. (1998) found that the type of hotel sought by customers will vary
depending on the benefits and attributes sought on each visit. A person travelling on
business has different hotel technical and functional needs from a person travelling on
leisure or with family. In addition it was found, that customers might use more than one
hotel concept type depending on usage requirements. This was as a result of differing
technical and functional factors being of more or less importance depending on whether
the customer was staying for business or leisure purposes. As a result, loyalty and
customer retention to one hotel or one hotel concept is questioned, as the choice of hotel
on each occasion will depend on the usage requirements and customers may overlap
between hotel concepts. This conclusion has implications for sustainable (or long-term)
customers. Just because the customer experiences a faultless stay when, for example, on
business in a hotel, this does not mean that the hotel will offer what the customer
requires when travelling on leisure. Therefore 100% loyalty to the hotel may be
unachievable.

Confirmation is required from customers on the relative importance that the technical
and functional attributes of hotels have on customer loyalty to the hotel. According to
Baloglu et al. (1998), this must be considered in the differing usage situations of a
business and leisure stay. Furthermore, sustainable customer retention and loyalty will
not be achieved by hotels unless the hotels provide all the technical and functional
attributes which the customer seeks in the differing usage situations of a business and
leisure stay.
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Pricing Issues
The price charged by hotels invariably increases as the official star rating of the hotel
increases, i.e. a 2 star or budget hotel will charge a much lower room rate than a mid
market 3 star hotel which in turn charges a lower room rate than a four star corporate
hotel. Imrie and Fyall (2000) cite the following questions; If the customers of mid
market hotels are to defect to budget or upscale hotels in the future, what part will price
play in this decision? Are some customers willing to pay a higher price for the extra
technical and functional attributes of an upscale hotel, and some in turn willing to
accept the limited technical and functional attributes of a budget hotel in return for
paying a much lower price?

The intangibility of a hotel room and other hotel services makes the area of pricing very
difficult (Dearden, 1978). According to Imrie and Fyall (2000), the dilemma of the
chosen pricing strategy can be illustrated as follows. Pricing of hotel services may be
cost-orientated, the advantage of which is that a profit will be achieved. However, the
disadvantage is that a price, which is too high for some customer segments, may be set.
Competition-orientated pricing may result in a competitive price in the marketplace
being set that may or may not cover costs. Demand-orientated pricing applied rigidly
across all customer segments simultaneously is difficult to manage and implement and
may also not cover costs. However, another demand-orientated pricing policy is
differential pricing (charging different prices to different customer segments). This has
been shown by Yelkur and Herbig (1997) to be appropriate for service firms, including
hotels.
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In their study of differential prieing for services, Yelkur and Herbig (1997) concluded
that differential pricing was an appropriate strategy when “the target market can be
divided into narrow segments” and past demand by segment can be estimated. They
believe that this is relatively simple for hotels to achieve, as it is common practice for
hotels to segment, as a minimum, their customers into business customers, conference
customers, individual leisure customers and group leisure customers, for example. Past
demand can be estimated from historical room occupancy data.

Location and Booking Issues
The issue of the location and distribution of a hotel will have differing relevance for
business and leisure customers. It can be presumed that a business customer requires a
hotel in or location of a business event or meeting, whereas a leisure customer may have
a greater location choice set when deciding on an appropriate hotel for a short break or
holiday. Location issues must therefore be considered from both the business customer
and leisure customer perspective.

According to Morrison (1998), Hall (1999) and Ward (1997) recent growth in the
budget sector and their convenient roadside location is a major advantage to both
business and transient leisure customers. The budget hotels are generally highly visible,
on main arterial roads, often close to business parks and are away from city centre
congestion. This segment of the hotel industry is almost wholly controlled by branded,
corporately owned hotels (Hall, 1999) which operate as chains. They can therefore gain
customer referral and have advantages of recognition and awareness across a wide
geographical area, which are not available to the sole independent hotel. These location
and distribution advantages of budget hotel chains pose a formidable challenge for the
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independent mid-market hotel seeking to retain existing customers by attaining their
loyalty.

However, the leisure customer may not show similar loyalty to a single geographic
location or individual hotel on repeat visits. Palmer and Mayer (1996) noted that many
tourists have no wish to return a second time - they seek variety. In these circumstances
loyalty is impossible to achieve no matter how satisfying the visit to an individual hotel
was. On the occasion of the next visit to an area or next short break or holiday, an
alternative hotel will be sought. Palmer and Mayer (1996) have noted that the challenge
for the independent hotel is to attract these variety-seeking customers each time they
switch hotels. They believe that one way to achieve this is by being a member of a
marketing consortium (e.g. Best Western) for independent hotels which can act as
geographically spread referral partners, or be seen as a group by the customer who may
choose another of the group’s hotels on the next occasion. Palmer and Mayer (1996)
confirm this by noting that marketing consortia exploit the effect of customers who
frequently change product.

Service Quality Issues
In the service industry, such as hotels, it is to be expected that the quality of service
which a customer receives will form an integral part of the customer’s perception of the
whole product, and will therefore have a major influence on the customer’s perception
of the product or service’s suitability for re-use (Bitner et al., 1990; Buttle and
Bunkwon, 1996; Buttle, 1996; Danaher and Mattsson, 1997).
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However, the study by Danaher and Mattsson (1997) also revealed that the more
complex the service delivery, the greater the propensity to fail to meet service quality
targets. Because of the significant impact of service quality on a customer’s perceptions
of a hotel and the high risk of service failure, the subject of service quality is very
widely commented on in literature about customer loyalty and retention in the hotel
industry. A common factor in the literature is that there is a widening gap between what
customers expect and what an organisation delivers (Whymark, 1998; Saleh and Ryan,
1991) and that organisations tend to concentrate on technical quality whereas customers
are seeking excellence in functional quality (Mittal and Lassar, 1998).

If the quality of service received by the customer has a major impact on customer
perceptions, and the risk of service failure within the organisation is high, then a major
advantage can be gained by a hotel in re-assuring the customer prior to purchase that the
hotel’s service delivery has sound procedures to reduce customer risk, and that service
quality is managed during the period of consumption.

The effect of service guarantees in a hotel environment has been investigated by Ostrom
and lacobucci (1998) and more generally by McDougall et al. (1998). The advantages
of service guarantees were shown to be extensive and included assisting customers
when choosing high risk purchases, ensuring customer orientation by the organisation’s
staff, attracting new customers, stimulating sales, keeping customers loyal and resulted
in more positive post-purchase evaluation. In the hotel environment a dilemma existed
over whether there was an advantage to be gained from possibly promoting a risk of
service failure, something which it was argued that customers of luxury hotels would
not expect to happen (Ostrom and lacobucci, 1998). According to Imrie and Fyall
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(2000) most hotels were not in this situation and there were definite advantages to be
gained from service guarantees in situations where the customer may be concerned
about a service failure.

In high-risk purchase situations such as hotel services, an advantage may be available to
the hotel that clearly communicates to potential customers a guarantee of a given level
of service and communicates the compensation that will be paid if the service standard
is not achieved.

Not all customers respond to a service failure in the same manner. The longer a
customer has a relationship with an organisation, the more tolerant s/he is of a service
failure (Bejou and Palmer, 1998). Imrie and Fyall (200) suggest that all customers
cannot be treated in the same manner, and that perhaps more emphasis should be placed
on new customers who are more critical of service failure. If they receive good service,
they can develop into loyal customers who trust the organisation and are committed to
it. At this stage they will be more tolerant should a service failure occur.

In any service situation it is the front line staff who are expected to deliver the goal of
first class service quality. Reichheld and Sasser (1990), Whymark (1998), and Hart et
al. (1990) have all written about the importance of staff in attaining quality service.
Demoralised staff will deliver poor quality service (Whymark, 1998) and it is therefore
vital for the organisation to have suitable systems to monitor, measure and control
service quality and to train, empower, incentivise and reward staff to provide high
quality service (Reichheld and Sasser, 1990). Employee retention and indirect
contribution to customer retention will be discussed later in the literature review.
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In conclusion, Imrie and Fyall (2000) posit that the future success of the independent
hotel can only be assured by:
•

Offering customers all the hotel technical and functional attributes that they seek in
the differing usage situations of a business or leisure stay.

•

Ensuring that the quality of the technical attributes is above average and are
consistently offered on each purchase occasion.

•

Applying cost effective and appropriate strategies for the market in areas of pricing
promotion and distribution.

•

Adopting a policy of relationship building with its carefully targeted customers to
emphasise the high level of personal service quality and service quality management
procedures that will be experienced in the hotel. In effect, differentiating the hotel
by the high quality of personal service the customer will receive from hotel staff and
by management procedures to assist in achieving above average service quality.

2.4.6: Retention Strategies
The next question to be probed is: What are the specific strategies and tactics used by
firms to build relationships and tie customers closer to the firm?

Berry and Parasuraman have developed a framework for understanding retention
strategies utilised by firms to build long lasting customer relationships.
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Fig. 9 Customer Retention Strategies

The framework, illustrated in figure 9, suggests that retention marketing can occur at
different levels and that each successive level of strategy results in ties that bond the
customer a little closer to the firm. At each successive level, the potential for sustained
competitive advantage is also increased.

Level 1 - Financial Bonds
At level 1, the customer is tied to the firm primarily through financial incentives - lower
prices for greater volume purchasers or lower prices for customers who have been with
the firm a long time. Examples of level 1 relationship marketing are not hard to find in
today’s business environment. For example, reward schemes found in the airline
industry and related services like hotels and car rental companies. Any investigation
into customer retention and loyalty must consider the issue of loyalty cards, which are
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prevalent in hotels in the form of frequency guest programmes. “Companies can boost
their profits by 100% by retaining just 5% more customers” (Reichheld and Sasser,
1990). This is a powerful financial incentive to achieve success, so hotels and retail
chains operate loyalty card schemes whose objectives are to reward the customer,
generate customer information, maximise the share of customers and manipulate the
customer’s buying behaviour (O’Malley, 1998). Additional benefits of loyalty card
schemes can be complex, as studies by Reichheld (1993) and Duffy (1998) both
concluded that if customers stay longer and buy more, it encourages employees to
remain loyal, which increases their productivity and job satisfaction and therefore
increases service quality and customer satisfaction. One reason these financial incentive
programmes proliferate is that they are not difficult to initiate, and frequently result in at
least short-term profit gains. However, there is a danger with loyalty schemes, in hotels
known as frequency guest programmes, the customer is loyal to the reward as opposed
to the product or provider (O’Malley, 1998; Bejou and Palmer, 1998). In this situation
no sustained loyalty becomes achieved, even when the customer is satisfied, because
whenever a competing supplier offers a more attractive reward scheme the customer
will switch to gain the greater rewards. Similarly the very question of 100% loyalty to a
particular provider is questioned by O’Malley (1998) who writes that “polygamous
loyalty” by the customer is more likely due to the influencing factors of “choice,
convenience and price” on the occasion of each purchase.
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While widely and increasingly used as retention tactics, caution is warranted when
implementing a financial rewards loyalty programme. Reichheld and Sasser (1990) said:
“....the customers who glide into your arms for a minimal price discount are the same
customers who dance away with someone else at the slightest enticement”.

Coupons and price discounts find these customers like heat-seeking missiles. Why
would a hotel want customers who will renounce their loyalties to save a cent, or even a
euro? Traditionally, retailers have gone to a lot of trouble and expense to attract such
people, with results that are largely negative, or at the very least, neutral. In most
businesses other than retailing, the costs of acquiring a customer, setting up an account,
and checking credit are so high that the economics just will not work unless the
customer stays loyal. Yet, coupons and price discounts generally have the opposite
effect (Reichheld, 1996). They foster adverse selection, do little or nothing to inspire
loyalty in new customers, and actually discourage it in old customers.

For example, the fast food industry has always used price coupons to get new customers
to try their products, and to get old customers to come back more often. Chick-fll-A, an
American fast food chain, discovered that customers who come in with coupons
generally spend less and are less likely to give the store repeat business. The company
also discovered that loyal customers who do not have coupons feel short-changed, and
that frequent price promotions tend to convince them that the company product is not
worth its normal price (Reichheld, 1996).

Unfortunately, financial incentives do not generally provide long-term advantages to a
firm. Unless combined with another relationship strategy, they do not serve to
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differentiate the firm from its competitors in the long run. Many guests belong to
frequent guest programmes and do not hesitate to trade off among them. While price
and other financial incentives are important to customers, they are generally not difficult
for competitors to imitate, since the primary customised element of the marketing mix is
price.

The development of loyalty programmes in the 1990s has been associated with rewards
given by firms in proportion to customers’ expenditure with them. The falling cost of
information processing has hastened the development of incentives which can be
tailored to the needs and motivations of individual customers, with the result that many
loyalty programmes appear to perform similar functions to traditional sales promotion
tools. A paradox has appeared in that such programmes have often been introduced as
part of a “Relationship marketing” strategy, yet have been associated with a decline in
customers’ perceptions of quality in their relationships with a firm (Barnes, 1994).

Once established within an industry sector, loyalty programmes have a habit of
spreading rapidly. An early adopter of such a programme may gain a period of
competitive advantage before competitors imitate their programme and it loses its
competitive edge. It has been observed that in the later stages of development when
loyalty programmes have become a sector norm, their overall benefit is low (Mowlana
and Smith, 1993; Gilbert and Karabeyekian, 1995).

Smyth, in his M.Sc thesis for University College Cork, took sample research from three
Tesco Ireland stores in Cork. He found service quality, in general, received a positive
attitude from customers, with 63% preferring a store with improved service as opposed
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to a store with a club card. This movement away from the clubcard was underlined, as a
large proportion of respondents stated that if the Tesco clubcard were withdrawn it
would not affect their choice of store. However 79% showed a positive disposition
towards club card coupons, suggesting a possible problem with the rewards linked with
the loyalty programme rather than their attribute to the loyalty programme itself. The
results also showed that as incomes rise, the importance people place on the club card
diminishes, they demand more choice, become multi-brand loyal, and their expectations
of the shopping environment increase, resulting in a preference for improvements in
service quality. In relation to age, it was discovered, as customers get older, the level of
service quality is more important to them than clubcard rewards. According to Smyth, a
significant finding is the differences which exist between customers who are in highincome bracket and/or older in age. Smyth concludes that these customers expect a
higher level of service quality and develop disloyalty towards a store initiating a loyalty
programme at the expense of improved service. However, results also revealed some
credibility in the power of loyalty programmes to maximise customer retention. “It
indicates that the main weakness of loyalty programmes is not so much the concept as
the rewards to be gained.” (Smyth).

How does a hotel utilise a frequency guest programme effectively?
According to Palmer, McMahon-Beattie and Beggs (2000) who conducted “structural
analysis of hotel sector loyalty programmes”, loyalty programmes have a dual function.
First, hotel loyalty programmes encourage customers to make return visits by offering
incentives to repurchase. This ties the customer more closely to the hotel and, in theory,
creates customer loyalty. Second, they provide the eompany with information by
keeping track of individual stay and usage patterns through information technology. The
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hotelier gains information such as frequency of stay, room rates charged, additional
services purchased and preferred method of payment.

Information has been cited as an important contributor to a firm’s competitive
advantage (Buckley, 1996). Conventional definitions of marketing emphasise the
importance of understanding customers’ needs, implying a requirement for appropriate
methods of collecting, analysing and acting on information about customers’ changing
needs. According to Hamilton and Howcroft (1995) loyalty programmes represent a
relatively inexpensive means by which an organisation can collect information about its
customers.

As the scale of business organisations has becomes larger, customers become more
remote from organisations’ principal decision makers. For example, a small hotel owner
might have considerable information about the needs of each customer, based on regular
personal contact. By contrast, the managers of large multi-outlet chains must develop
formal structures and processes for handling information if they are to understand and
satisfy their customers’ needs better than their competitors.

Information management has become crucial to the development of many loyalty
programmes (Hamilton and Howcroft, 1995; Christy et ah, 1996). Loyalty programmes
based on storage of individual customers’ demographic status and spending patterns can
contribute significantly to an organisation’s knowledge base. However, it has been
noted that many loyalty programmes, including those in the hotel industry, do not seek
to obtain information about customers’ transactions, but merely give rewards in
proportion to their expenditure (Ranby, 1995). Although less expensive to create, such
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programmes offer less opportunity to develop one-to-one marketing relationships,
which cater for the unique needs of each customer. They can therefore be seen as more
tactical than strategic and are less likely to develop affective dimensions of loyalty.
Furthermore, even where information about customers is collected, this tends to be
behavioural rather than attitudinal in nature (Palmer et al., 2000)

Organisations in the hotel sector vary in the way they structure their information
handling activities. At one extreme, many small hotels manage with only very loose
information structures, relying heavily on informal methods of listening and
communication. At the other extreme, large hotels and hotel chains collect information
in a structured manner, and regularly analyse and make use of the information that they
collect. In between, hotels may have in place some of the elements of a data collection
system, but fail to use this information in a structured way. It has been observed that
many organisations’ ability to analyse and use information has fallen behind their
ability to collect data (Wang, 1997)

Level 2 Social Bonds
Level 2 strategies bind customers to the firm through more than financial incentives.
While price is still presumed to be important, level 2 retention marketers build long
term relationships through social and interpersonal as well as financial bonds.
Customers are viewed as “clients”, not nameless faces, and become individuals whose
needs and wants the firm seeks to understand. Services are customised to fit individual
needs, and marketers find ways of staying in touch with their customers, thereby
developing social bonds with them. For example, in a study of customer/firm
relationships in the insurance industry, it was found that behaviours such as staying in
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touch with clients to assess their changing needs, providing personal touches like cards
and gifts, and sharing personal information with clients all served to increase the
likelihood that the client would stay with the firm, (Crosby, Evans, and Cowles, 1990).

Social, interpersonal bonds are common among professional service providers and their
clients as well as among personal care providers and their clients. A dentist who takes a
few minutes to review his/her patient’s file before coming in to the examination room is
able to jog his/her memory on personal facts about the patient (e.g. occupation, family
details, interests, dental health history). By bringing these personal details into the
conversation, the dentist reveals his/her genuine interest in the patient as an individual,
and builds social bonds.

Recognising the value of continuous relationships in building loyalty. Caterpillar
Corporation credits much of its noted success to its extensive, distribution organisation
worldwide (Fites, 1996). Caterpillar is the world’s largest manufacturer of mining,
construction, and agriculture heavy equipment. While its engineering and product
quality are superior, the company credits much of its success to its strong dealer
network and product support services offered throughout the world. CEO Fites contends
that knowledge of the local market and close relationships with customers that
Caterpillar’s dealers provide is invaluable: “Our dealers tend to be prominent business
leaders in their service territories who are deeply involved in community activities and
who are committed to living in the area. Their reputation and long-term relationships
are important because selling our products is a personal business ” (Fites, 1996).
Sometimes relationships are formed with the organisation due to social bonds that
develop among customers rather than between customers and the provider of the
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service. This is frequently the case in health clubs, educational settings, and other
service environments where customers interact with each other. Over time, social
relationships they have with other customers are important factors that keep customers
from switching to another organisation. People who exercise together regularly at a
health club may develop social ties and friendships that bind them to each other and to
the particular fitness centre where they work out. People who holiday at the same hotel
during the same weeks every year build bonds with others that holiday there. Loyalty to
the vacation spot is partially a function of loyalty to a group of friends they have made
over the years. Organisations that encourage bonding among customers are also
engaging in level 2 retention strategies.

While social bonds alone may not tie the customer permanently to the firm, they are
much more difficult for competitors to imitate than are price incentives. In the absence
of strong reasons to shift to another provider, interpersonal bonds can encourage
customers to stay in a relationship. In combination with financial incentives, social
bonding strategies may be very effective.

Level 3. - Customisation Bonds
Level 3 strategies involve more than social ties and financial incentives, although they
are commonly encompassed within a customisation strategy and vice versa. For
example, in the Caterpillar dealerships previously described, dealers are relied on not
just to form strong personal commitments to customers. They are also relied on to
provide information back into the system to help Caterpillar customise services to fit
developing customer needs. (Treacy and Wiersema, 1993).
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Two commonly used terms fit within the customisation bonds approach: mass
customisation and customer intimacy. Both of these strategies suggest that customer
loyalty can be encouraged through intimate knowledge of individual customers and
through the development of “one-to-one” solutions that fit the individual customers’
needs.

Mass customisation has been defined as “the use of flexible processes and
organisational structures to produce varied and often individually customised products
and services at the price of standardised, mass produced alternatives” (Hart, 1996).
Mass customisation does not mean providing customers with endless solutions or
choices that only make them work harder for what they want; rather, it means providing
them through little effort on their part with tailored services to fit their individual needs.

Structural bonds, level 4, are not suitable to Hotels.

Defection management
In addition, it is essential to analyse the root causes of customer defections. It is only by
understanding why customers are leaving that the company can begin to implement a
customer retention programme and thereby improve customer retention and profitability
(Dawkins and Reichheld, 1990; Buchanan, 1990; Reichheld and Kenny, 1990;
DeSouza, 1992). Defection management will be dealt with at a later stage in the
literature review (See Section 3: Defection Management, p. 119).
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Internal marketing
A further retention strategy involves focusing attention on internal marketing and
particularly to front-line employees to ensure that they are offering service quality that
consistently meets the requirements of the target market. These employees can make or
break service organisations (Berry, 1983, Reichheld and Kenny, 1990). Internal
marketing will also be dealt with at a later stage in the literature review.

Best demonstrated practice
Best demonstrated practice, otherwise known as benchmarking, is also recommended as
a technique for improving customer retention rates (Buchanan, 1990; Reichheld and
Kenny, 1990).

Other suggested retention strategies include: - senior management commitment;
customer focused culture and incentive schemes (Reichheld and Kenny, 1990); building
value-laden relationships (Buchanan and Gillies, 1990); focusing attention on the most
profitable customers, setting clear targets and measuring results (Buchanan, 1990) and
identifying switching barriers (DeSouza, 1992).

It is apparent that most of these strategies, if they are to be successful, cannot exist
independently of each other. In service based organisations it should be normal practice
to integrate at least some of these strategies into everyday operations. Of course, the
degree of importance of each differs between firms and industries. Within the hotel
sector it is obvious that all are relevant. However, the main objective of this research is
to understand which relationship marketing and customer retention strategies are most
relevant to both the hotel industry and the consumer.
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2.4.7: Is customer satisfaction a surrogate for customer retention?
Buck Rogers, who headed worldwide marketing for IBM as the company’s sales grew
from $10 billion to $50 billion, speaks forcefully about the importance of customer
retention in his book, “The EBM Way”:

“It seems to me, observes Rogers, “that most companies are a lot better at prospecting
”

for new customers than maintaining their customer list. As far as I’m concerned,
customer maintenance is imperative to doing business.... Someone once said I behaved
as if every IBM customer were on the verge of leaving and that I’d do anything to keep
them from bolting. ’’

There is general agreement that keeping customers loyal lowers costs and increases
sales and profits. By far the largest costs that excellent services save are those of
replacing lost customers. There is no proven method for measuring these savings, but a
common rule of thumb is that the marketing costs of landing a new customer run three
to five times the marketing costs of retaining an old one; loyal customers offer their
suppliers a triple pay off They buy instead of being sold, so the marketing and sales
costs of reaching them are lower than prospecting for new customers. Second, a
company that deals with loyal customers knows a good deal about them and about how
to get in touch with them, so the firm does not have not spend as much for transactions
and communications - credit checking, or setting up new records for ordering,
shipments and returns. And a very loyal customer buys more than the moderately loyal
or new customer. In short, loyal customers are valuable not only because they represent
lush streams of future revenues, but also because the costs of revenues are small and the
profits commensurately larger (Davidow and Bro, 1989).
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Companies can clearly benefit by increasing the lifetime spending of customers. Most
companies, however, concentrate a disproportionate amount of their resources on
attracting and acquiring customers, far less on keeping them. The conventional wisdom
is that, once acquired, customers can be satisfied through superior products and
services, and they will remain as customers. This conventional wisdom has a major
drawback.

Customer satisfaction is not a surrogate for customer retention. Many companies place a
high value on customer satisfaction in the belief that it achieves corresponding levels of
customer retention. However, there is considerable evidence to the contrary. As Deming
(1982) argues;
“profit comes from repeat customers - those who boast about the product or service. ”

Satisfied customers may be in either an attrition (the term will be explained later) or
defection process, and the unsuspecting company, focusing on satisfaction, will be
totally unaware of these conditions. In a survey among 200 senior managers of US
companies, the Juran Institute was almost completely unable to identify a bottom line
improvement resulting from documented increases in customer satisfaction. (Fay, 1995)

Reichheld of the consulting firm Bain & Co. has found that:
“While it may seem intuitive that increasing customer satisfaction will increase
retention and therefore profits, the facts are contrary. Between <55% and 85% of
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customers who defect say they were satisfied or very satisfied with their former
suppliers. ”

The automobile industry is a prime example. Customer satisfaction ratings as high as
85% to 95% are continually reported, whereas customer retention levels rarely exceed
40 per cent (Bishop, 1999).

Similarly, Fay (1995) stated:
“Why would it be that so many would continue to vigorously espouse and relentlessly
pursue a metric - customer satisfaction - which is not at all clearly tied to profit
improvement? It would seem that most managers assume satisfaction scores to be
positively correlated with customer behaviour, i.e., revenues and profits. The belief is
that as a customer grades a supplier with an increasingly higher satisfaction score, he
pays a premium price, refers new prospects, and so forth. In point offact, this assumed
correlation between what customers say and what they do has been disproved in the
vast majority of businesses studied. ”

Other findings are consistently similar to Reichheld’s and Fay’s. In one recent study,
former frequently purchasing customers (who had not purchased anything in almost a
year) gave satisfaction scores on service and product quality almost identical to active
customers. This is shown in the following table:
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Fig. 10

Rating of Quality given by Active and Non Active Buyers

Buyers status

Overall quality of
service

Overall quality of
products

88%

79%

84%

76%

Active buyers10 to 15+ purchases in past year

Inactive buyersFormerlymade 10 to 15+ purchases
a year, but have not purchased in last
8 to 10 months

Source: Lowenstein 1995

Clearly the company which commissioned the study, would have received little or no
direetion from these data if satisfaction were the principal or only basis for success or
failure. If customers who had discontinued purchasing were as satisfied with the
company’s products and services as those still buying, there must have been other
reasons for the defections. A close evaluation of customer needs, specific transactions,
complaints, expectations, and perceptual gaps between the customer and service
providers revealed service, product, promotion, and communication performance
attributes directly impacting customer on satisfaction (Lowenstein, 1995).
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Perhaps the most ringing endorsement toward customer retention and away from a
satisfaction focus has come from the late international quality expert, Dr. W. Edwards
Deming. In “ Out of the Crisis” (1982), he said,
“It will not suffice to have customers that are merely satisfied. An unhappy customer
will switch. Unfortunately, a satisfied customer may also switch, on the theory that he
could not lose much, and might gain. Profit in business comes from repeat customers,
customers that boast about your product and service, and that bring friends with them.
Fully allocated costs may well show that the profit in a transaction with a customer that
comes back voluntarily may be 10 times the profit realised from a customer that
responds to advertising and other persuasion.

”

The myth of customer satisfaction, then, is the leap of faith and orientation that
satisfaction equals action, and that a company, if it is satisfying customers, can consider
itself on safe ground. It is proposed to examine this myth and offer dynamic approaches
to understanding and keeping customers, in other words customer retention.

2.4.8: Customer Satisfaction verses Customer Retention
A good carpenter will not throw wood away. A good general will not discard a warrior.
A nine-storey tower begins with the foundation. (Takeda Nobushige, 1525-1561 A.D)
The purpose of business is to get and keep customers. (Theodore Levitt, 1988)

The question must to be asked: Why is retention or loyalty truly a different and more
effective mindset and not just an alternative spin on customer satisfaction?
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Collins’s English Dictionary highlights the striking differences between the words
satisfy or satisfaction and retain or retention.
Satisfy: To make content, to meet wishes of, to fulfil/supply adequately
Retain: To keep or engage services of, or to hold or continue to hold possession.

S to retain or retention is clearly the more action-oriented. Unfortunately, most service
firms are constructed around achieving the highest levels of satisfaction, not retention.

The question that arises: Is satisfaction or retention the more reliable measure?
As illustrated, studies in many industries, especially the automobile industry, have
proven that it is entirely possible to (1) understand customer demanded wants and
needs; (2) measure satisfaction levels of current customers, former customers, and
competitors’ customers; (3) assess employees’ roles in the satisfaction process; and (4)
have high customer satisfaction levels - and still be losing customers.
Vavra (1992) states, “Numerous studies show that repurchases likelihood is directly
related to satisfaction ratings ” and goes on to show in a diagram that there is “strong
direct correlation”, but he does not explain the data.
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Fig. 11 A
Sales exper.

Service exper.
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Likelihood of repurchase (mean rating)

6z%
72%

0%

1
20%

1
40%

1
60%

1
80%

100%

Source: Terry Vavra (1992)

The diagram illustrates that where there is a positive sales and service experience,
repurchase likelihood is high - there is very strong correlation with satisfaction. And
even when either the sales or service experience has been negative, there is still strong
correlation between satisfaction and repurchase likelihood. So the fact remains that
when customers defect, some will be highly satisfied; and, if using satisfaction scores as
the definitive measure, a company will not know why these customers left or defected.
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Fi2. IIB Relationship of Repurchase with Satisfaction

Relationship of repurchase with satisfaction

Source; Terry Vavra (1992)

In addition the scatter diagram, figure 1 IB, illustrates that there is also moderate to high
positive correlation between product satisfaction and likelihood to repurchase.
Interestingly, there are several instances in which there was 80 per cent or better
complete product satisfaction coupled with 60 per cent or less intention to repurchase.
Also, there are several cases in which there was under 10 per cent product satisfaction
coupled with 40 per cent or higher purchase intent. To answer the initial question: Is
satisfaction or retention the more reliable measure? According to Lowenstein (1995),
the bottom line is that satisfaction is a somewhat unreliable indicator of customer
loyalty. At worst it can be completely unreliable. He believes that attrition factors are
much more directional than satisfaction scores alone.
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2.5: Section 3: Defection Management
Companies generally think of customers in two ways: they are or they are not. While it
is a convenient categorisation, it is believed that this yes-no perspective misses the
reality of customer-provider relationships (Lowenstein, 1995). There can, effectively, be
up to five stages of a customer’s life with any organisation.
1. Acquisition: Winning the prospect; making the prospect a customer.

2. Retention: Keeping the customer; obtaining the economic benefit of a long-term
relationship.

3. Attrition: Breaking down the loyalty; those performance attributes, customer-provider
transactions, unmet expectations, and problems or complaints that can cause a customer
to reduce or terminate purchases.

4. Defection: Ending the relationship; the customer has gone to a competitor for
products or services.

5. Reacquisition: Getting the customer back; new initiatives or problem correction
resulting in bringing the customer to the company again.

2.5.1: The concept of Attrition

The dictionary says attrition is the “gradual wearing down or grinding down. ’’ When
applied to customers, it is that state in which a customer begins to question continued
patronage of a supplier. According to Lowenstein (1995), several reasons can contribute
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to attrition. For the company interested in retaining customers, identifying and acting
upon these reasons, in the order of their priority, will frequently mark the difference
between success and failure.

In “In Search of Excellence” (1982), Peters and Waterman’s number one principle is to
have a bias for action, and number two is staying close to the customer. They offer the
advice of locating and eliminating small problems before they become too big. It is
strongly believed that seeking out attrition factors effectively combines these two
principles in a highly focused manner (Lowenstein, 1995).

Furthermore Miyamoto Musashi (1982), a sixteenth century Japanese swordmaster, has
given meaning to an ancient samurai (two eyesights), saying “from one comes many. ”
This phrase represents the small things that, taken together, can equal success or failure.
Lowenstein (1995) makes the observation:

“With regard to customers, this can be a seemingly minor service delivery or product
reaction, a concern or complaint, or a series of them. And although the customer
appears satisfied or even claims to be satisfied, s/he is actually on the way out the
door. ”

Therefore, it is suggested by several marketing theorists that;
"... the operative approach to minimising or eliminating customer attrition is
proaction.... Watch the door... ” ( e.g., DeSouza (1992), Lowenstein, 1995).
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2.5.2: The proactive approach to defection management
Understanding attrition, the reasons customers’ loyalty diminishes, is an essential
consideration to help determine why current customers may defect or become disloyal.
In order to understand attrition factors, companies need to become proactive through
such methods as talking to former customers.

When a customer becomes angry enough, frustrated enough, or tired enough of poor
service performance, defection is often the most likely outcome.

In “Designing a Customer Retention Plan”, DeSouza (1992) identified six types of
defectors:
♦ Price defectors are customers who switch to a low-priced competitor.
♦ Product defectors are customers who switch to a competitor that offers a superior
product. This type of defection can be irreversible. A customer who is lost because
of price can be “bought back”, but it is almost impossible to get a customer back
who has switched to a competitor that is perceived as offering a better product.
♦ Service defectors are customers who leave because of poor service.
♦ Market defectors are customers who are lost, but not to a competitor. They stop
buying.
♦ Technology defectors are customers who convert to a product offered by companies
from outside the industry.
♦ Organisational defectors are customers who are lost because of internal or external
political considerations.
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Unfortunately, with regard to defections, more often than not there will be minimal
input from the defected or former customer as to why the decision to defect was made.
Reichheld (1993) highlighted this point when he wrote:
“While customer defection rates are an accurate leading indicator ofprofit swings, they
do more than passively direct managers ’ attention to the specific things that are causing
customers to leave. Since companies do not hold customers captive, the only way they
can prevent defections is to out-perform the competition continually. By soliciting
feedback from defecting customers, companies can ferret out the weaknesses that really
matter and strengthen them before profits start to dwindle. “

Feedback from former customers is almost as important as customers in the attrition
mode because it often mirrors or intensifies the reasons for customer attrition. This
observation is further elaborated on by Reichheld and Sasser (1990):
“Customers who leave can provide a view of the business that is unavailable on the
inside. And whatever caused one individual to defect may cause many others to follow.
The idea is to use defections as an early warning signal - to learn from defectors why
they left the company, and to use that information to improve the business. ”

Unfortunately many companies have a narrow perspective, they dismiss former
customers as lost causes, particularly in good times when the business is growing and
new customers are rapidly being added, this reinforces the leaky bucket concept. Many
companies believe that they can replace old ones with new ones. They, unfortunately,
believe that debriefing customers who defect will add little value to the mission of
satisfying current customers.
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Lowenstein (1995) believes that from former customers, companies can identify:
•

What quality of products or services competitors offer

•

Concerns and complaints, whether expressed or unexpressed, leading to defection

•

Assessment of former supplier’s product and service performance

•

Likelihood of repurchase from former supplier

With this information in hand, companies are better able to identify and prioritise areas
of product or service challenge, and to assess the degree of effort needed in both trying
to reacquire former customers and retain existing customers.

In order to increase customer satisfaction and customer retention many companies set
up measurement programs in the hope of overcoming attrition and defection.
Lowenstein (1995) identified six ways that most measurement programs can fail a
company:
1. Follow rather than lead customers
2. Consider only registered complaints and ignore latent ones
3. Measure global, not operational elements
4. Ignore customer expectations
5. Ignore customer-provider gaps
6. Have a measurement goal of satisfaction, not loyalty or attrition
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Follow rather than lead customers
Many hotels and companies today utilise report cards as a form of measurement system
which are totally quantitative in nature and treat only current customers needs.
Unfortunately, it is the company and not the customer that identifies the needs, with the
customer having a minimal opportunity if any to steer the hotelier in the right direction.
These so-called measurement systems frequently contain “how-are-we-doing?” research
that uses customer comment cards with quick fix type of answers rather than product or
service strategy. Fig. 12 illustrates a question contained in a comment card of a popular
hotel.

Fie. 12 Comment Card Sample Question

Hospitality
Speed of service
Employee attitude
Cleanliness

Excellent
□
□
□
□

Good Fair
□
□
□
□
□
□
□
□

Poor Very Poor
□
□
□
□
□
□
□
□

Discovering low-rate attributes, hoteliers quickly “cement over” or correct these areas
by investing or diverting resources to meet them. Many companies fail to recognise that
scores on these attributes give no indication of either importance to the customer or the
impact on his or her potential for continued business, and so offer the company no
leverage.
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As consultant Reichheld (1993) has commented,
“Companies that fail to use their knowledge of customers to develop the product or
sendee those customers will need next, are leaving the door open for another company
to lure them away. ”

Customers needs have only one element of constancy - they are constantly changing. In
order to remain competitive in today’s business environment, companies have little
choice but to know where customers needs are trending. As Reichheld has suggested.
Defection Analysis is therefore a guide that helps companies manage continuous
improvement. “

Consider only registered complaints and ignore latent ones
Many companies develop systems such as 24-hour toll free service lines and 1800
numbers in the hope of capturing customer complaints. What many companies fail to
recognise is that few customers - as few as 5 per cent who have complaints - actually
ever formally register them. This leaves an impressive 95 per cent of unexpressed
complaints, mainly due to fear of confrontation, the time factor involved as well as
many other factors. As a result, companies cannot generate a reliable model for
improvement based only on expressed/registered complaints. Additionally, it is firmly
believed (Lowenstein 1995) that;
“....unexpressed complaints are the more serious issues that can create customer
attrition and departure.

”

123

Chapter 2: Literature Review
Denis Walker (1990) has warned,
“Relying on unsolicited customer comment is rarely sufficient to give a good picture of
customers views. It is in every service organisation’s interest to elicit as much customer
comment as possible. ’’

Proactive complaint generation provides a full cross-functional inventory that can then
be examined for retention impact. Some hotels mistakenly rely on low performance
ratings in comment cards filled out by guests as a complete listing of service
weaknesses. It is not possible to gauge the importance guests assign to particular aspects
of a hotel’s service, if the only infonnation the hotel has is a few satisfied and/or
dissatisfied boxes ticked in a comment card. This view is widely criticised, e.g.
Lowenstein (1995) explains;
“...a complaint is performance poor enough and important enough that a customer
would consider making an issue of it. ’’

Measure Only Global Attributes , Not Operational Elements
Many companies ask for customer feedback on the broadest of performance attributes,
hoping, to paraphrase Total Quality experts, that:
“ it can’t be managed if it can’t be measured”.
Often attributes are so global, or operationally vague, they are not actionable.

Every time a customer comes in contact with a company’s products or services, there
may be scores of individual deliveries or transactions involved. Business with high
levels of customer interaction - hotels, banks, etc, to name but a few - will also have
high transaction levels.
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Since the goal of any measurement program is action and performance improvement, it
may be more important to look at these operational elements than attributes. For
example the hotel comment card in figure 12 measures several dimensions of
performance, including hospitality, food quality and cleanliness. Does hospitality mean
how the customer was greeted, how the check-in was handled, how food was served,
and so on? Does cleanliness mean inside or outside of the hotel, the floors, the
bathrooms, the service staffs clothing, and so on?
In customer research projects conducted for car dealerships, service time can have up to
15 separate components. Similar to the Hotel example, they all deserve measurement,
since any could contribute to customer attrition or loss.

Ignore Customer Expectations
It can rightly be said that customer expectations are “a moving target” (Lowenstein,
1995). It has often been said that the only constant in this world is change. Change
arising from: the economy, competition, and consumer need.

Customers can be influenced by evolutionary market and product situations, such as
higher speed and capacity in personal computers, and attachments contributing to
versatility, such as the Internet. Expectations may change as buyers come into a market.
Initial buyers of a product or service may be more adventurous and less demanding. As
more customers move into the market, they may want performance guarantees, pricing
concessions, or other assurances of value. Companies should account for this in their
measurement systems. This is clearly illustrated in the following quote:
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“Fame is a fleeting thing. When the alarm rings tomorrow morning, you’d better get up
and understand that your customers expect more from than they did the day before.
You’d better find ways to be better. ” (Lewis, 1995)

Expectations must be identified every time measurement is performed. Otherwise,
providers risk not knowing how much of a performance attribute to offer. In Delivering
Quality Service, Zeithaml, Parasuraman, and Berry state that:
“Service quality, as perceived by customers, can be defined as the extent of discrepancy
betw’een customers ’ expectations or desires and their perceptions. ”

They go on to identify several factors that can contribute to customers’ expectations:
•

What customers hear from other customers. If a friend or acquaintance recommends
a product or service, it is expected that performance will be at least to the level
described.

•

Personal needs of customers can govern expectations. A busy executive may expect
quick service at a lunch meal, while a retired customer, with fewer time demands,
has lesser expectations of service.

•

Customers’ past experiences with a product or service contribute to expectations.
Customers of a shoe repair company might expect three day turn-around to have
shoes resoled because it has taken that amount of time for years.

•

Communication from the product or service provider creates a level of expectation.
Impressive Hotel brochures describing their accommodation(s) and facilities, and
furnishings, boasting “ the largest selection in town” are some of the ways
advertising can create expectations.
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Lowenstein (1995) sums up the approach taken by many companies today, when he
states;
“Rather than first explore the boundaries of customer expectation and then include
them in the measurement system, too often companies either presume they know what
customers expect or else choose to ignore expectations altogether. ”

Ignore Customer-Provider Gaps
If customers inform a company (through its measurement programme) that products and
services are performing poorly, and that these areas of poor perfonnance are important
and may impact on their loyalty, should not the company believe the results and take
corrective action?

Unfortunately, in many companies management and staff may feel that their years of
experience have given them detailed knowledge about customer need, sensitivity and
insight.
Whether defined as a culture or mindset, companies in denial, with an “it-doesn’thappen-here attitude" toward negative customer feedback, are challenged to make
material change. This is a long process, which requires discipline, tracking, a kaizen
focus, and close ties to the customer.

In addition to using appropriate customer-research techniques, making research an on
going activity, and deploying research through staff training, companies often fail to
realise that they can help close or eliminate customer-provider perceptual gaps by
including staff in the research process (Lowenstein, 1995).
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It is strongly believed that seeking staff involvement and input offers two real
advantages:

1. Staff, particularly customer - facing staff like sales personnel and customer services
representatives, can provide valuable insights into customer perceptions.

2. Comparing staff responses to those provided by customers provides a believable,
supportable platform for product or service improvement programs. It is difficult for
management or frontline staff to conclude, “It doesn’t happen here” when opinions
of staff do not align with feedback from customers.

Furthermore, it is suggested that to further facilitate change, customer studies should
have staff complete the same questionnaires or interviews given to customers. Whether
they see themselves performing better, worse, or similar to customers’ perceptions, it is
the comparisons, or areas of gap and alignment that are most motivating to staff in a
training for improvement setting.

Have A Measurement Goal Of Satisfaction, Not Loyalty or Attrition
Many companies set up measurement systems as they sincerely want to improve
performance. Either through the stubborn acceptance of long-held conventional wisdom
or lack of awareness of new, more directional measures of performance, however, they
continue to make satisfaction their goal, both through measurement and as a company
imperative. Often this includes generating performance measurements from only current
customers and not considering the value of debriefing former customers, competitors’
customers and internal staff as part of the process.
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Lowenstein states that;
“...if the measurement goal is satisfaction or the generation of an artificial index built
around satisfaction, even the best designed system will give the company ineffective,
even erroneous direction. Superficial how-are-we-doing? questionnaires will not help
companies keep customers. ”

2.5.3: Complaints - Evaluating Latent and Registered Complaints
The Listening Organisation
Retaining customers over the long term is not simply a matter of measuring the
successes and failures of sales and customer service programmes. Listening to
customers, building a corporate culture that invites customer feedback, have a
fundamental role to play in a company's drive towards total quality and, ultimately,
repeat business from loyal customers.

Customers who comment about poor service are often willing communicators and can
be persuaded to increase their loyalty, while those who do not communicate cannot be
easily persuaded in their views about an organization’s quality and often defect in great
numbers. Research by British Airways has found that the defection rate for dissatisfied
customers who complain is the same as that for satisfied customers - and much lower
than for dissatisfied non-communicators. It is proposed that the lesson for Hotels is that
they must encourage as much customer feedback as possible, and position their
companies as listening and learning organisations.
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“A Complaint Is A Gift” is the title of a popular management book. It is the philosophy
shared by IBM since Louis Gerstner, Jr., took over. He has instituted a renewed
emphasis on service across all dimensions of the company (Andersen, 1988).
Going against the mantra ‘‘no news is good news ”, IBM is in fact ecstatic about getting
customer complaints because they provide an opportunity to fix things, make it right
with the customer, and improve the EBM processes, systems, and products.

It is natural to regard complaints as a nuisance and an irritant. However, according to
DeSouza (1992);
‘‘...complaint data can be a gold mine for the analyst who wants to identify problems
that cause customer defections. ”

After all, for every customer who complains, there are possibly ten others who did not
voice their complaints. It is advised that;

‘‘Listening and acting on these grievances can help retain not only the customers who
complain, but more important, those who did not. ”

In “Dynamics of Complaint Management in the Service Organisation” Gilly, (1982) et
al said,
‘‘Many researchers and consumer affairs personnel would agree that consumer
complaints provide the service organisation with the opportunity to satisfy unhappy
customers and prevent brand switching and unfavourable word of mouth
communications. While effective handling of customer complaints is obviously in the
consumers’ interest, consumer complaints can also offer benefits far beyond the
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individual complainant. If the organisation disseminates information about complaints
to decision makers who can take steps to eliminate or reduce the cause of the
dissatisfaction, consumer interests will also be served. ”

This belief in the superiority of complaint management is also espoused by Denis
Walker (1990);
“Of all dissatisfied customers, only around 5 per cent actually make a complaint. Of
those complaints, many can be answered satisfactorily by clarification of a situation.
Most of the rest can be answered through negotiation. Only a few of the customers who
complain cannot be re-established as supporters ofyour product or service. All the rest
offer an opportunity to correct and learn. Doing it well can actually enhance your
service reputation. Future business depends on reputation

”

Within the area of complaint management much research has shown that resolving
customer problems effectively has a strong impact on customer satisfaction, loyalty, and
bottom-line performance ( Bitner, Booms, and Tetreault,1990). In other words,
customers who experience service failures, but are ultimately satisfied based on
recovery efforts by the firm, will be more loyal than those whose problems are not
resolved.
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Data from the Technical Assistance Research Programme (TARP), a service research
firm, verifies this relationship. This is illustrated in the following diagram;

Fig. 13 percentage of Unhappy Customers who will buy aeain

Unhappy Customers
Don't Complain

37%

□ Major Complaints
(over $100 losses)

□ Minor Complaints
($1 to $5 losses)

Unhappy Customers
Do Complain

Complaints Not Resolved

Complaints Resolved

Complaints Resolved
Quiclky
Unhappy customers’
repurchase intentions

95°/t)

Percent of customers who will buy again

Source: TARP
The above diagram graphically illustrates that those who complain and have their
problems resolved quickly are much more likely to repurchase than are those whose
complaints are not resolved. Those who never complain are least likely to repurchase.
Hence, this illustrates the importance of unregistered complaints.
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2.5.4: Types of complainers
Research suggests that people can be grouped into categories based on how they
respond to service failures. Four categories of response types were identified in a study
that focused on grocery stores, automotive repair services, medical care, banking and
financial services. The categories are: passives, voicers, irates and activists, (Singh,
1990).

Passives: This group of customers is least likely to take any action. They are unlikely to
say anything to the provider, less likely than others to spread negative word of mouth,
and unlikely to complain to a third party. They often doubt the effectiveness of
complaining, thinking the consequences will not merit the time and effort they will
expend. Sometimes their personal values or norms argue against complaining. These
passives tend to feel less alienated from the market place than irates and activists.

Voicers: These customers actively complain to the service provider, but they are less
likely to spread negative word of mouth, to switch patronage, or go to third parties with
their complaints. As with the passives, these customers are less alienated from the
marketplace than those in the other two groups. They tend to believe complaining has
social benefits and therefore do nOt hesitate to voice their opinions. They believe the
consequences of complaining to the provider can be very positive, and they believe less
in other types of complaining such as spreading word of mouth or talking to third
parties. Their personal norms are consistent with complaining.

Irates: These customers are more likely to engage in negative word of mouth to friends
and relatives and to switch providers than are others. They are about average in their
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propensity to complain to the provider. They are unlikely to complain to third parties,
for example, family and friends. They tend to feel somewhat alienated from the
marketplace. As their label suggests they are more angry with the provider, although
they believe that complaining to the provider can have social benefits. They are less
likely to give the service provider a second chance and instead will switch to a
competitor, spreading word to friends and relatives along the way.

Activists: These consumers are characterised by above average propensity to complain
on all dimensions: They will complain to the provider, they will tell others, and they are
more likely than any other group to complain to third parties. Complaining fits with
their personal norms. As with irates, these consumers are more alienated from the
marketplace than the other groups. They have a very optimistic sense of the potential
positive consequences of all types of complaining.

2.5.5: Why don’t people complain?
A great deal of research has examined who complains and why. Andreasen (1988)
estimated there were over 500 studies related to this topic. In an excellent review of the
literature on consumer complaints and redress, Andreasen concluded that;
“...consumers experience problems in about 20 per cent of their purchases, complain to
the seller 40 percent of the time, and perceive that they have received satisfaction from
this complaining behaviour 60 pe rcent of the time ”.

These categories of response types suggest that there are some customers who are more
likely to complain than others. As individuals, these consumers believe that positive
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consequences may occur and that there are social benefits of complaining, and their
personal norms support their behaviour. They believe they will and should be given
compensation for the service failure in some form. They believe that fair treatment and
good service is their due and that in cases of service failure, someone should make
good. In some cases they feel a social obligation to complain - to help others avoid a
similar situation or to punish the serviee provider.

Bateson (1989) believes that complaining serves the function of a pressure valve and
allows the complainer an emotional release from fiiistration. Hence, the complaint
provides the person with a mechanism to "‘‘blow off some steam ” and “get it off their
chest”.

Complaining also serves as a mechanism for the complainer to regain some measure of
control. Control, according to Bateson, is re-established if the complainer is able to
influence other people’s evaluation of the source of the complaint.

Amabile (1983) believes that a further reason why complainers complain is to create an
impression. Strange as it may seem, complainers often are eonsidered more intelligent
and discerning than non-complainers.

Those who are unlikely to take action hold opposite beliefs. They often see complaining
as a waste of time and effort. They disbelieve anything positive will occur for them or
others based on their actions. Sometimes they do not know how to complain - they do
not understand the process or not realise there are avenues open to them to voice their
complaints.
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In “Dynamics of Complaint Management in the Service organisation”, Andreasen
(1988) offered evidence that a greater percentage of services problems than goods
problems are not voiced, “because potential complainers do not know what to do, or
think that it wouldn’t do any good”.

It is believed that this situation can be attributed directly to the intangibility and
inseparability characteristics inherent in the provision of services.

Due to intangibility, evaluation of the services delivery process is primarily subjective.
Consequently, consumers often lack the security of making an objective observation
and may doubt their own evaluation.

Due to inseparability, the customer often provides inputs into the process. Hence, given
an undesirable outcome, non-complainers may engage in “emotion-focused coping” to
deal with their negative experiences. This type of coping involves self-blame, denial,
and possibly seeking social support (Stephens and Gwinner, 1998) .They may feel that
the failure was somehow their fault and they do not deserve redress. In addition, the
inseparability dimension describes the often face-to-face interaction between the
customer and the service provider. The customer may feel uncomfortable about
complaining due to the physical presence of the provider.
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2.5.6: The Strategic Limitations of Registered Complaint Systems
Some companies have taken extraordinary measures to give customers the opportunity
of voicing questions, problems, and complaints. They have installed 24-hour, free phone
number complaint hotlines, extended customer service hours, and let customers know
who they can contact through special mailings etc.
Examples include:

•

Burger King’s 24-hour call-in service receives input from several thousand
customers per day. When a certain amount of calls are received, the system prompts
investigation and resolution. One quarter of complaining customers are called back
within a month to close the loop or reinforce satisfaction with their call.

•

Sears has an 800-number to handle customer inquiries on a local basis as a means of
ensuring customer satisfaction. Once a contact has been received, the inquiry is
supposed to be resolved within 30 minutes. All customer inquires and resolutions
are monitored by Sears’ National Customer Relations Office.

•

Polaroid has a Polaroid Resource Centre and 800-line problem and complaint
service in five regional offices around the United States.

•

GM and Ford, along with many other vehicle manufacturers, have special customer
advocate telephone number to call for car performance difficulties or dealer
disputes.
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Each of these companies has built systems and created infrastructure to support their
complaint-handling efforts. Others have gone further and used these systems to generate
statistical models of complaint, which then translate into improvement priorities and
programs.

However, even the best of these systems must be considered of somewhat limited value.
While the customer is given the opportunity to express complaints in many delivery
situations, the reality is that few customers will ever voluntarily register a complaint
(Lowenstein, 1995).

Customers who complain are usually motivated by anger, frustration, or the like with a
product and/or service; and its performance has to be low enough, or inconvenience
them enough, to have them make the supplier aware of their concerns. The vast majority
of customers will not take the time, do not want the confrontation, or feel the company
will do nothing about their complaint. Frequently, they just leave without ever telling
the supplier why they left. In leaving, they tell 10-20 friends, colleagues, or relatives
about their complaints.
“When only registered complaints are used, it’s a bit like using an incompletely drawn
map for directions. The intention is there, but the accuracy isn’t. A company working
from registered complaints only has part of the story and is missing the most important
parts of the map" (Lowenstein, 1995).
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Therefore, it is possible to conclude from the above quote that relying heavily on an
extensive, but reactive, complaint handling system, such as freefone numbers or lines,
to monitor customer satisfaction would be a highly inappropriate, even misleading. In
“Understanding and reading the customer”, Cyntha Grimm (1987) identified several
problems with using complaint data in this regard:
•

Many customers don’t make the effort to complain; however, these customers often
defect.

•

Complaining customers may have demographic and personal profiles different from
other buyers.

•

Registered complaints may not be representative of customer problems.

•

Registered complaints don’t suggest the extent of dissatisfaction.

Perhaps the most telling defiencey with reactive complaint data is that;
Up to 90 per cent of complaints are never registered, yet it is frequently the
unregistered complaints that have the greatest impact on customer retention. ”

In other words, a company can have high satisfaction scores and an excellent and
sensitive complaint monitoring system and still be losing their best, most profitable
customers due to (1) inadequate methods of generating unregistered complaints and (2)
no effort to relate (registered and unregistered) complaints to customer retention.

Customers who complain may have profoundly different purchase, demographic, and
even personality traits from those who do not. Therefore, registered complaints may be
largely unrepresentative of problems and difficulties customers are experiencing. The
bottom line on registered complaints is that no matter how good the monitoring system.
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they inadequately and incompletely support a corporate goal of optimal customer
retention (Lowenstein, 1995).

As the American diplomat, Henry Kissinger, once said, “If we don’t know where we ’re
going, any road we take will get us there. ”
Therefore, the only actionable road map is one that includes all complaints, both
expressed and unexpressed.

2.5.7: Proactively Eliciting complaints
When companies have a complete profile of all customer complaints, that is, complaints
generated through reactive channels, and complaints generated non-voluntarily; then
they can act on complaints with greater certainty. Unfortunately what many companies
fail to recognise is that most complaints are below the surface and are unknown. This is
the Iceberg Complaint Model. This is graphically illustrated in the following diagram.
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The Iceberg Complaint Model

Fig. 14

Source: Lowenstein (1995)
As mentioned earlier, customers have a wide variety of reasons for their complaints.
They may have had a poor experience with product or service quality. They may have
had a negative experience with an element of service such as sales representative
accessibility, customer service knowledge, responsiveness and the like. They may even
have had a negative experience with a previously expressed complaint.

However, what has been demonstrated in study after study, is that, even if strongly
motivated, most customers do not complain. It appears that the less loyal customers are
to a supplier - in other words the more they are in an attrition mode and in the process of
defecting - the less likely they are to complain (Lowenstein, 1995).

Some causes of complaint contribute directly to attrition and defection, others less so or
not at all. The complaints of customers in an attrition mode are often more serious and
compelling than those of good, solid, loyal customers. Similarly, the complaints of
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customers who have already left are often a reflection of why less loyal customers are
heading for the door.

In researeh condueted by British Airways, it was discovered (Figure 15), approximately
13 per cent of customers who were completely satisfied with British Airway's service
may not repurchase from the airline again; perhaps they changed jobs, found a frequent
flyer programme which better suited their needs, or maybe they felt it was time for a
change of airline. At the other end of the spectrum are customers who have experienced
a problem and who ehose not to tell the airline about their experience but, intended not
to repurehase from the airline again. However, those customers who experienced
problems and did not contaet the airline with their views tended not to defect from the
airline - only about 13 per cent intended not to repurchase due to the way their problem
was handled. This rate of defection is identical to the rate of defection of customers who
were completely satisfied. The conclusions British Airways reached are quite powerful:
customers who are satisfied rarely write or call to say "good-bye" and more than likely
cannot be saved, while those who wish to comment due to poor service can be willing
communicators and can indeed be turned around. As a result British Airways has
attempted to eapture more customer comment through a "Listening post" plan, a
concerted effort to eneourage eustomer feedback.
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Fig. 15

This study suggests that a company's key aim should be to retain the customer's lifetime
business, staff should be trained to take ownership of the problems and the
organisation's systems should facilitate this objective. Therefore the key question
remains: How does a company go about generating latent complaints?
According to Lowenstein (1995) there are two principal opportunities:

1. customer contact situations and
2. customer measurement systems.
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Customer Contact
Customer contact is any sales or service situation in which the customer is in a position
to provide information. This can occur in a customer visit, customer round tables and
forums, sales calls, or product/service delivery situations. Unexpressed complaints can
even be generated within a complaint call simply by asking for additional depth on the
expressed complaint or for other, unexpressed complaints.

Lowenstein (1995) believes that most businesses are not set up to generate latent
complaints when contact situations arise. Sales, front-line service staff, and even
management have little or no training in how to ask for and capture such knowledge, so
the opportunities are squandered, and the company misses a valuable source of
information. Customer complaints generated through routine or special contact should
be organised and acted upon. Before latent complaint data can be used, however, they
must first be captured. Lowenstein (1995) suggests that this may require changing the
company’s culture, staff training priorities, or both.

Customer Measurement Systems
However the company generates perceptual and evaluative information from customers,
product or service complaint questioning should be part of the process.

The company needs to identify what complaints customers have registered with the
company and how these have been resolved. Of equal importance, however, is
identifying the complaints that have thus far gone unregistered, the reasons customers
have not raised them, and the person or department to whom unregistered complaints
should now be directed.
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2.5.8: Complaint management: Protecting the Customer, not the company
The difficulty that Customer retention - type departments find in gaining the attention of
the business, hinders their ability to participate in influencing this quality perspective.
This hindrance is often the product of company mandates in which the unit's terms of
reference are to protect the company - not the customer. As a result, customer retention
is often non-existent within Customer Retention departments with the exception of
dispensing cash to keep customers silent. In this instance, customers are not turned
around, problems are not fixed and, therefore, more customers are at risk of defection.
This type of approach by Customer retention departments can be classified as the
complaints management approach, which is more concerned with the process rather
than the customer.
In a complaints management environment, the operating procedures of the department
are focused upon a set of success criteria as follows:

Success:

Protecting the company from customer feedback

How:

Centralisation of Customer retention; little analysis and dissemination of
customer data.

Success:

Finding culprits for poor service

How:

Investigation as blame management - who did what and why?
No partnership with line areas or product development to fix or prevent
problems.

Success:

Providing recompense to ensure customer silence

How:

Adherence to strict formula for compensation based upon rules.
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Success:

Volume throughput

How:

Departmental measures focus upon backlog and not service levels.

Complaint management departments are often not easily accessible to external
customers, internal customers are not considered as customers, and its energy is spent
comparing customer activities to company rules in order to award recompense.
Essentially, such Customer retention departments operate as adjudication or
investigation departments, not as customer retention units working in unison with the
front line to ensure that quality gaps are addressed.

British Airway's view is that the best way to protect the company is to champion the
customer. An alternative success criterion for a Customer Retention department, in
contrast to the above, is practised by British Airways:

Success:

Championing customer feedbaek within the company

How:

Company wide practice of Customer Retention, extensive publication of
the goal of service quality

Success:

Preventing future service problems through teamwork

How:

Monthly reviews of eustomer perceptions of service quality with the
front line
Active member of quality improvement and product development teams

Success:

Recompense to meet customer needs
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How:

No Customer Retention rules - all cases dealt with individually
Monthly internal reviews of the most effective means of customer
retention

Success:

Customer Retention

How:

Department measured on Customer Retention rates and return on
investment: how effective the department was in retaining customers
with resources available.

The above success criterion characterises British Airways customer retention
philosophy, which it believes saves customers from defecting and improves the
company's bottom line through improved customer lifetime values.

First and foremost is the need to retain the customer's business and not get distracted by
the rule book. British Airways have invested in technology so that its Customer
Retention executives can provide the customer with an informed and insightful answer
to his/her service issues and queries without delaying replies.

Human nature plays a large role in service recovery techniques when it comes to
replying to customer correspondence or telephone calls. Ask any individual about their
skills or competencies, and they will reply, "of course I have those" or some such. The
same parallel can be drawn regarding customers who are aggrieved over service
failures. Firstly, the customer's perspective is that they know, unequivocally, what
happened. Debating or arguing what the customer perceived to be the facts is a non-
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starter. Indeed, they were there and it is their perception which must be dealt with if
their future business is to be saved.

Secondly, they may be upset and a host of varying emotions may be affecting their
feeling and their demands upon the company. Challenging or elaborating upon their
views in response to customers draws unintended reactions if communications are not
managed properly. For instance.

If the company gets back to the customer and claims that things did not go as the
customer suggested, the company, from the customer’s perspective, is calling the
customer a liar.

If the company relays factual information back to the customer that s/he did not
know, it can sometimes be perceived as "excuses" for poor service (e.g., the reason
why was....). This information can raise a host of other questions which the
customer will require to be followed up.

questions to which there are often no answers (e.g., what type of organisation are
you running to allow such things to happen ?: why was the issue allowed to
happen?; when did the company know? ;why weren't steps taken beforehand?).

- If, however, the company reports to the customer that, in fact, events took place as the
customer said they did, the customer can become even more agitated because, well, s/he
knew that!
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British Airways quality standard is to provide the customer with an open sincere and
non-defensive response to service failures. However, given the infinite variety of
customer perceptions, it continues to be a difficult balancing act to provide "answers"
that do not sound like excuses or draw reactions as above. To neutralise this factor,
British Airways continually monitors its successes and failures in solving particular
service issues - analysing every aspect of the recovery process and researching customer
"dislikes and likes" of British Airways responses and recovery efforts. In a recent
survey on complaint handling conducted by British Airways, its customers were quite
clear about their needs from the airline. They demanded that the lengthy and protracted
"adjudication" process be eliminated. In its place, British Airways customers asked that
their reality be viewed as the basis on which to build a relationship with them. British
Airway's customers' requests form the backbone of its retention philosophy, and
contribute to the company's goal of customer loyalty.

This research reinforced the belief that, unlike traditional "best practice" in the service
recovery field, the goal should always begin from the perspective of championing the
customer. The best way the service recovery function could help the company was to
ensure that customers' needs were heard throughout the organisation, and that the
function worked with other colleagues to solve problems. If this did not happen, overall
customer purchases would fall and there would eventually be no customers to champion
in future.
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The needs of customers who have received poor service are quite straightforward:

> Apologise and own the problem: customers do not care whose fault it is or who
is to blame. They want someone to say they are sorry and to champion their
cause. It is the company's problem when external factors impinge upon service
quality, not the customer's.

> Do it quickly: research shows that customer satisfaction with service recovery
efforts plummets 30-40 points if a reply is greater than five days old. A speedy
reply demonstrates a commitment and a sense of urgency about the customer's
feelings and the situation, which they encountered.

> Assure them it is being fixed: the company must know its operations and its
services inside out, and must work with front line areas to permit the company to
see the true quality of the service offering. A customer can be brought back to a
company if s/he is confident that a (long running) problem is in hand so long as
s/he is convinced by the sincerity of the response, and that the time-frame for
fixing the problem has been indicated

> Use the telephone: many companies are frightened to talk to their customers
because of the emotions service failures create. British Airways has found
customers are delighted to hear from executives who take time to apologise
personally and let them know that the problem is going to be fixed. Telephone
satisfaction with British Airways rates at about 95 per cent at present.
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Since British Airways changed its style from a back office complaints unit, customer
retention has doubled to approximately 80 per cent. Key to measuring the success of the
efforts of service recovery within British Airways, has been the retention of future
business which otherwise would have been lost.

2.5.9: Evaluating the loyalty impact of complaints
As illustrated earlier, complaints can have high, moderate, or low impact on customer
loyalty. While companies will want to proactively act on all complaints, as a practical
matter they should receive attention on a priority basis. Within the analysis of
complaints, companies can look at the inventory of complaints to determine how they
correlate with each other, and how they correlate with the objective of retaining the
customer. Furthermore, it has been suggested that companies should also view
complaints from another angle - how well staff, frontline or management understand
both the level and the effect of complaints.

While it is valuable to identify the perceptual differences, or gaps, between company
staff and customers on complaint issues. Sir Colin Marshall CEO of BA argues that it is
vital, in order to achieve a high level of customer retention, that the loyalty impact of
complaints be understood so that they can be prioritised for improvement activity.
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Acting on Complaints
A company viewing complaints as an opportunity for improved customer relationships
and improved products or services will:

1. want to take some sort of action on complaints, and

2. want to have an efficient and non-bureaucratic structure for receiving, collecting,
communicating, and following-up on complaints.

Complaints have both tactical and strategic implications for a company.
In the short run, they need to be addressed and acted upon so that customers’
expectations of the supplier remain high, and so that the customer is made feel that the
supplier appreciates concerns and problems being made evident.

Lowenstein (1995) believes that companies respond to complaints either passively or
proactively.
•

Passive response is very much in the satisfaction mode, in which the inclination is to
quickly mollify the customer or get feedback, but not to take any really corrective
action.

On the other hand, proactive response puts the company in a customer partnership,
customer retention mode encouraging communication and interaction. Problems will be
fixed at minimum, but the company uses complaints - expressed voluntarily or not - to
respond in a customer-planning manner. In addition, tactical complaint proaction also
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means that customer-facing employees are selected based on sensitivity to people and
that they are trained to get to the roots of customers concerns.

Therefore, tactical complaint responses are opportunities to either reinforce or diminish
loyalty, so enhancing either customer retention or defection.

On a strategic level, Lowenstein (1995) offers the following advice;
"... complaints should be systematised into an action process, with the company
prioritising action based on the potential and actual effect of the complaint on customer
loyalty. ” Lowenstein suggests, “a simple structure should be created, by which one
department acts as the receiving, assessment, recommendation, and action centre for all
complaints. It would maintain and coordinate a complaints database, detailed as to
type, location, and severity of the complaint. Rather than handle all complaints in an ad
hoc, fire-fighting manner, companies should respond tactically, as needed, but within a
strategic framework."

The need for complaint analysis has been recognised by the judges of the Malcolm
Baldrige National Quality Award. Baldrige Award judges not only examine whether
contestants resolve complaints promptly, but also how they analyse complaints and
translate the findings into improvements.
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2.5.10: Customer Needs, Expectations, and Problems - the most critical elements of a
customer retention focus
Needs, expectations, and problems are the basic and common denominators of eustomer
retention.

What is a need?
As stated by Walters and Gordon (1970), “The foundations for consumer behaviour rest
on needs, for without needs, consumers would never have a reason to purchase. ”
Griffin and Hauser (1993) identified needs as “ a description, in the customer’s own
words, of the benefits to be fulfilled by the product or service. ’’
Customer needs are constantly changing. In order to remain competitive companies
need to understand eurrent needs and anticipate emerging needs.

The importance of this knowledge is stated by Zeithaml, Parasuraman, and Berry,
(1996) in Delivering Quality Service:
“Being a little bit wrong about what customers want can mean losing a customer’s
business when another company hits the target exactly. Being a little bit wrong can
mean expending money, time and other resources on things that don’t count to
customers. Being a little bit wrong can even mean not surviving in a fiercely competitive
market. ’’
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2.6: Section 4: Internal Marketing

Companies, in developing their customer-retention programs, should become aware of
how many customer groups are involved.

Of course, the end customer, the final user of a product or service, is obvious. Less
obvious are internal customers - the company’s own employees. While conducting
customer retention practices, companies may be terminating or rotating the people who
have the most influence on the customers experience. After all, a customer’s contact
with a company is through employees, not top executives.

2.6.1: Employee Retention - An Indirect Contribution to Customer Retention
Little evidence has emerged in the literature of research into the relationship between
employee satisfaction and customer retention. However, the work undertaken by Bain
and Company (Buchanan, 1990; Reichheld and Kenny, 1990) suggests a strong link
between these two variables. They maintain that high customer retention will lead to
higher employee satisfaction, as employees find their jobs much easier dealing with
satisfied customers rather than dissatisfied customers. As a result employees will tend to
stay longer with the company. “Higher retention of the right calibre of employees
creates a stable and experienced labour force that delivers higher customer retention
And of course increased profitability (Buchanan, 1990).
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Therefore, Employee retention is closely aligned with customer retention. As stated by
Reichheld (1993), longevity deepens familiarity:
“The longer employees stay with the company, the more familiar they are with the
company, the more familiar they are with the business, the more they learn, and the
more valuable they can be. Those employees who deal directly with customers day after
day have a powerful effect on customer loyalty....It is with employees that the customer
builds a bond of trust and expectations, and when those people leave, the bond is
broken. Companies wanting to increase customer retention often fail because they don’t
grasp the importance of this point”.

The advantages of long-term employees are that they are often able to form personal
relationships with customers, understand their needs, and possibly be able to preempt
dissatisfied customers leaving the company. Reichheld (1991/1992) maintains that there
are “powerful insights available from probing into root causes of customer and
employee defections. This is the most powerful pool of untapped insight in any business.
It clarifies what is and what is not working in the business system, and this is the first
step toward a meaningful and measurable improvement program ”.

In labour intensive organisations the quality of service is determined mostly by the
skills and attitudes of the people producing the services. All employees are part of the
process, which connects with the customer at point of sale. Employees remain the key
to success at these service encounters or “moments of truth” (Carlzon, 1987). The
extent, therefore, to which service organisations can attract, keep and motivate quality
personnel will influence their capability to offer quality services to their customers.
Consistently offering services that match the requirements of the external customer will
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be an important factor in building strong long-lasting customer relationships (Clark and
Payne, 1994).

The concept of internal marketing emerged in the literature in the last 20 years as a way
of enabling companies to get, motivate and retain customer-conscious employees
(Berry, 1980; George et al., 1986; George, 1990), and was then described more widely
in services marketing literature (Carlzon, 1987). The aims of internal marketing are to
improve internal marketing relationships, quality and customer service in order to
satisfy internal and external customer needs (Helman and Payne, 1991). Schneider and
Bowen (1985) found that when employees identify with the norms and values of the
organisation, they are less inclined to leave, and furthermore customers are likely to be
satisfied with the service. In addition to this “when employee turnover is minimised,
service values and norms are more readily transmitted to newcomers and successive
generations of service employees” (Bowen and Schneider, 1985). Employee satisfaction
in internal markets is, therefore, a prerequisite to customer satisfaction in external
markets. The basic philosophy is that if management wants its employees to do a great
job with customers, then it must be prepared to do a great job with its employees
(George, 1990). Unhappy employees will make for unhappy customers so unless
employees can be successfully taken care of, the success of the organisation on its
ultimate, external markets will be jeopardised.

Internal marketing therefore involves creating, developing and maintaining an
organisational service culture that will lead to the right service personnel performing the
service in the right way. It tells employees how to respond to new, unforeseen and even
awkward situations (Schneider, 1986). The service culture has a vital impact on how
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service-orientated employees act and thus, how well they perform their tasks as “parttime marketers” (Bowen and Schneider, 1988). “When internal customers perform, the
likelihood of external customers continuing to buy is increased” (Berry, 1980). Lewis
(1989) argues that the success of the internal marketing concept ultimately lies with
management. It is unreasonable to expect lower-level employees to be customer
orientated if management is not customer orientated.

One company that believes in putting the emphasis on finding and keeping the right
employees, is the global travel company Rosenbluth Travel. Rosenbluth (1992) believes
that “companies must put their people first, ” and, “if we put our people first, they ’ll put
our clients first. ”

When staff are constantly encouraged to proactively contribute to company success and
are rewarded for concentrating their energies on customers, value is created across the
board. Rosenbluth’s concept of happiness in the workplace continues, “We’re not
saying choose your people over your customers. We ’re saying focus on your people
because ofyour customers. That way everyone wins. ” (Ibid. 1992)

As mentioned earlier, employees who are loyal are likely to build an inventory of
customers who are. Here are some practical reasons why this is true:

1. It takes time to build solid personal relationships with customers.
2. Loyal employees have greater opportunities to learn and to increase their efficiency.
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3. The money these employees save their employers in reduced recruiting and training
costs can be invested somewhere else - for example, in measures that will increase
customer satisfaction.
4. The same business philosophy and operational policies that earn employees’ loyalty
and boost their morale, are likely to work for customers.

Many companies build employee loyalty and use it to improve customer retention. Most
managers would prefer to have loyal employees - just as they would prefer to have loyal
customers - but few are willing to spend the money and make the effort to earn that
loyalty. Drucker (1992) puts it this way:
“All organisations now say routinely, people are our greatest asset. Yet few practise
what they preach, let alone truly believe it. Most still believe, though perhaps not
consciously, what nineteenth century employers believed: people need us more than we
need them. But, in fact, organisations have to market membership as much as they
market products and services - and perhaps more. They have to attract people, hold
people, recognise and reward people, motivate people, and serve and satisfy people. ”

The reason managers under-invest in loyalty is probably that they know its cost but not
its value. Laying people off saves money; that seems clear. But the ongoing cash-flow
consequences of diminished loyalty are not so obvious. Human resource departments
have tried to quantify the price of employee turnover by tracking the costs of recruiting,
training, even the productivity lost when new and inexperienced workers replace older
hands. More creative analysts have tried to add in the cost of the poorer service that
results from employee turnover. But these numbers have failed to convince managers,
because they are not tied to accounting numbers or cash flows.
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The true cash flow consequences of employee turnover far exceed most managers’
intuitive estimates. At one trucking company, Bain & Co. consulting teams carefully
quantified the economic penalties of excessive employee chum and found that the client
could increase profits 50% by cutting driver turnover in half Similarly, in stock
brokerage Bain & Co. (in Reichheld, 1996) found that a ten-percentage point
improvement in broker retention (from 80% to 90%) would increase a broker’s value by
155 per cent.

In the course of consulting work at one leading auto service business, Bain & Co.
discovered that the service outlets with the highest customer retention also had the best
employee retention. They then surveyed competitors by type and found that local
garages had the best employee retention, followed by regional chains, national chains,
and car dealers, in that order. Customer retention across these four classes of
competitors followed exactly the same pattern. When consultants Bain & Co.
interviewed customers to find why they were especially loyal to local garages, they
found an interesting contradiction. On the one hand, people believed that mechanics at
chain outlets and auto dealers had better training and more sophisticated equipment. On
the other, they put more faith in the local mechanic’s judgement and believed he would
give them better service. In a word, people simply felt more comfortable doing repeat
business with the same individual, regardless of technical finesse. They stayed with the
local mechanic because they knew him, and because he knew their cars. At the larger
outlets, customers rarely saw the same mechanic twice. Though garage chains and car
dealers have invested heavily in modem facilities, computer diagnostics, and brand
advertising, they have not been willing to do what it takes to earn the loyalty of their
mechanics. They seem resigned to high levels of employee turnover.
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To conclude, Reichheld (1993) strongly suggests that employee retention is not only
crucial for cost efficiency but an important factor in revenue growth as well, because of
its direct link to customer retention.
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1.1 \ Conclusion
Customer loyalty is a holistic, company-wide endeavour. Attracting customers is often
viewed as the challenge for most organisations and once retained, the task is often
deemed complete. There is another side to this equation though, the need to keep
customers because someone else wants them too. It may well be that this second half of
the equation holds the key to prosperity for most companies. It is no secret that
companies with the best customer reputations have progressive service recovery and
customer listening ethics: Marks and Spencer, Unilever and a host of others. Each
company has excellent products and services because of the feedback mechanisms they
employ. These give them proximity to the marketplace, which in turn permits them to
provide the best quality possible. These companies widely disseminate customer
feedback throughout the organisation, and demand action based upon feedback from the
marketplace.

The mission within these companies is to extinguish service or provider failure, but, of
course, this will never be entirely possible. Therefore, like Japanese industry, they will
continue to emphasise the importance of customer feedback.

To retain customer loyalty, companies can no longer afford to protect themselves from
customers who have experienced problems. Corporate history is littered with companies
who chose to ignore their customers' feedback, and relegated the role of customer
relations to that of the corporate buffer zone. The best way to ensure the longevity of
any company is to recognise the contribution of unregistered complaints, service
recovery and accompanying customer feedback. A company should never be satisfied
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with service failure, but zealously seek it out and encourage customers to point it out
too. If this does not happen customers will tell someone, probably a competitor.

Arising from the review of the literature the following propositions emerge:

1. To achieve success in the hotel sector, it is evident that the central issue is one of
customer retention.

2. Customer retention is the measurable benefit of sustained meaningful relationships
with customers.

3. Customer retention is the missing link between customer satisfaction and
profitability.

4. If hotels invest in customer retention practices and defection management,
profitability will increase.

5. Due to the implications for profitability and growth, customer retention is
potentially one of the most powerful weapons that companies can employ in their
fight to gain strategic advantage in today's ever more competitive environment.

6. If hotels pay more attention to what they should do to keep customers rather than
focusing all their attention on attracting new customers, customer retention will
increase. As a result customer retention will have a more powerful effect on profits

163

Chapter 2: Literature Review
than market share, scale economies and other variables that are associated with
competitive advantage.

7. It is more profitable to keep customers in the long term. It is between five and ten
times as expensive to win a new customer as it is to retain an existing customer.
Therefore in order to increase profitability and customer retention, hotels need to
reorient their thinking away form merely attracting customers to retaining
customers. It has become accepted by more progressive companies that it makes a
great deal of sense to keep existing customers happy, rather than devoting high
levels of marketing effort simply to stem customer turnover.

8. Consistently high retention can create tremendous competitive advantage, boost
employee morale, produce unexpected bonuses in productivity and growth, even
reduce the cost of capital.

9. Unfortunately some companies today focus on current period costs and revenues
and bypass expected cash flows over a customer's lifetime. Served correctly,
customers generate increasing profits each year they stay with a company. The
consequences of customer retention compound over time.

10. The economic effects of customer loyalty include acquisition costs, revenue growth,
cost savings, referrals and price premium.

11. Relationship marketing is a new term for an ancient phenomenon and a rapidly
growing academic school of thought. Relationship marketing, although a relatively
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new theoretical concept, have been practised in various business contexts for many
decades, but in the absence of a comprehensive understanding of its true potential.

12. Relationship marketing is a means of keeping, not just getting customers.

13. Relationship marketing is about healthy relationships that are characterised by
concern, trust, and commitment and service.

14. It is in the services marketing area that relationship marketing is practised most
widely. Services provided by banks, hotels, healthcare organisations are particularly
suitable for relationship marketing initiatives because they supply multiple services
deliverable over several contacts, in person.

15. Defection rates affect retention rates, which is a central issue in relationship
marketing.

16. Customer Loyalty is of particular importance to the hotel industry, because most
hotel industry segments are mature and competition is strong. Often there is little
differentiation among products and services in the same segment.

17. Loyalty is inextricably linked to value creation as both a cause and an effect. As an
effect, loyalty reliably measures whether or not the company has created and
delivered superior value. Customers either come back for more or they go
elsewhere. As a cause, loyalty initiates a series of economic effects that cascades
through the business system, and benefit the bottom line.

165

Chapter 2: Literature Review

18. Loyalty spirals directly from the way long-term customers and long-term employees
interact and learn from one another. Repeat customers tend to be pleased with the
value they receive, and their satisfaction is a source of pride and energy for
employees. Motivated employees stay with the company longer and get to know
their customers better - which leads to still better service, builds still greater
customer satisfaction, and further improves the relationship and company results.

19. Several factors influence a customer's decision to repurchase in the hotel industry.
The rich complexity of factors includes price, product, promotion, location and
booking procedures, and service quality issues.

20. Firms use a large array of customer retention strategies to build long lasting
customer relationships. If hotels wish to build long lasting customer relationships
they should employ customer retention strategies, such as financial bonds, social
bonds, customisation bonds, defection management, internal marketing and bestdemonstrated practice.

21. Customer satisfaction is not a surrogate for customer retention. Many companies
place a high value on customer satisfaction with the belief that it achieves
corresponding levels of customer retention. This is not the case. Satisfied customers
may be in either an attrition or defection process.
22. Studies in many industries have proven that it is entirely possible to have high
customer satisfaction levels and still be losing customers.
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23. Understanding attrition, the reason customer loyalty diminishes, is essential to help
determine why current customers may defect or become disloyal.

24. In order to better understand attrition factors, companies need to become proactive
through such methods as talking to former customers. Feedback from defecting
customers assists companies to eliminate the weaknesses that really matter and
redress them before profits start to dwindle. Feedback from former customers is as
important as feedback from customers in the attrition mode, because it often mirrors
or intensifies the reasons for customer attrition.

25. Information obtained from former customers enable companies to identify and
prioritise areas of product and service challenge and to assess the degree of effort
needed in both trying to reacquire former customers and retain existing customers.

26. Report cards as a form of measurement system are quantitative in nature and treat
only current customers needs. It is the company and not the customer that identifies
the needs, with the customer having a minimal opportunity, if any, to steer the hotel
in the right direction.

27. Few customers - as few as 5 per cent who have complaints - actually formally
register them. This leaves an impressive 95 per cent of unexpressed complaints. As
a result, companies cannot generate a reliable model for improvement based only on
expressed/registered complaints. Therefore it is in every service organisations
interest to elicit as much customer comment as possible.
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28. Most customers do not complain. It has been discovered that the less loyal
customers are to a supplier - in other words the more they are in an attrition mode
and in the proeess of defecting - the less likely they are to complain. As a result the
complaints of customers in an attrition mode are often more serious and compelling
than those of good, solid, loyal customers. Similarly, the complaints of customers
who have already left are often a reflection of why less loyal customers are heading
for the door.

29. A complaint should be viewed as an opportunity for improving customer
relationships.

30. There is a strong link between employee satisfaction and customer retention. It has
been discovered that high customer retention will lead to higher employee
satisfaction as employees find their jobs much easier dealing with satisfied
customers rather than dissatisfied customers. As a result employees will tend to stay
longer with the company.

Some of the 30 propositions arising from the literature review are conceptual or
theoretical in nature. Others are highly praetieal and exhort businesses such as hotels to
adopt certain practiees in order to retain customers, motivate staff, become more
competitive and achieve enhaneed results.
It would be beyond the scope of a Masters Research thesis to subject each of the 30
propositions to empirical test. Indeed the literature reviewed advanced compelling
evidence to support many of these propositions. Therefore, it was decided to formulate
two research questions supported by supplementary objectives:
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Research question one: To what extent are relationship marketing and customer
retention approaches adopted by hotels in the Cork area?

Research question two: To discover what factors guests consider in choosing a hotel
and which factors influence loyalty and customer retention?
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3.1: Introduction

Having reviewed pertinent literature in the previous chapter, this chapter describes the
methodology used to conduct the primary research central to this thesis. The
methodology commences with a precise definition of the research problem, followed by
the objectives which the research sets out to achieve, before outlining and evaluating
qualitative and quantitative approaches for use as data collection methods. The sample
selection process is subsequently outlined along with the data analysis method.

3.2: Definition of Research Problem

The research questions central to this thesis are:

> To what extent are relationship marketing and customer retention strategies
practised by hotels in the Cork area?

> To discover what factors guests consider in choosing a hotel and which factors
influence loyalty and customer retention?
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In examining this questions a number of supplementary research objectives have been
set out:

> To examine the links between relationship marketing and customer retention.
> To outline the claimed benefits of relationship marketing and retention
marketing to the services sector.
> To differentiate between customer retention and customer satisfaction.
> To explore the nature of defection management.
> To examine the importance of employee retention as an indirect contributor to
customer retention.

In the literature review, the origins and nature of relationship marketing and customer
retention were explored and documented. Benefits of relationship marketing in services
were discussed, and the pathways to profit arising from customer retention were
outlined. Research findings on the application of relationship marketing and customer
retention in the hotel sector were reviewed. It was established that customer satisfaction
is not a guarantee that the customer will return and patronise the same service provider
or the same hotel next time. The nature of defection management, strengths and
weaknesses of complaint cards, complaint management and the organisational
approaches necessary for customer retention were reviewed and discussed.

In order to answer the research questions it was decided to gather data from Bord Failte
approved hotels in Cork city. The research sought to discover the extent of relationship
marketing and customer retention strategies currently in use. It was hoped to learn to
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what extent managements’ knowledge, attitudes and experience conform to the accounts
of relationship marketing and retention practices found in the literature review.

The interviews with hotels aimed to explore various methods used by Hotels to turn
casual transactions into ongoing relationships and to create enduring customer loyalty:

> What are the customer retention strategies or tools used by hotels?

> What systems need to be in place in order to practise relationship marketing and
customer retention?

y How do hotels manage complaints?

> Do hotels have a dedicated complaint handling procedure in place?

> Do hotels operate employee retention policies?

Besides surveying hotel managers, it was necessary to collect primary data on the
views, expectations and decision behaviour of hotel customers. So it was decided to
interview a sample of hotel customers to discover what factors influence a hotel guest
when deciding which hotel to stay in.
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Objectives of the survey of hotel guests are as follows:
> To discover what factors or evaluative criteria influence hotel customer retention
rates.
-

What factors influence a customer to return to a particular hotel?

> To differentiate between customer retention and customer satisfaction.
-

If a hotel customer is satisfied is it safe to presume that the customer will return to the

particular hotel?

> To examine the importance of employee retention as an indirect contribution to
customer retention.
To assess the importance to hotel guests offriendliness, courtesy, helpfulness on the
part of hotel employees.
Would guests be more likely to return to a hotel where they know the same helpful
andfriendly staff will deal with them as on previous stays?

3.3: Data Collection Approach

This stage of the research process involves choosing a data collection method and data
collection instruments, which will provide the information required by the research
question and supplementary objectives. Data can be collected from secondary sources or
primary sources.
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3.3.1: Secondary Data

The sources used for the compilation of secondary data for this thesis include academic
journals, theses, services marketing journals, marketing journals, journals on hotel
management, reports by government agencies like CERT, Bord Failte and Forfas,
reports by industry association IBEC and IHF, state statistics from CSO, newspaper
reports, marketing magazines, market research reports, business conferences, text
books, the library and the Internet. All the information compiled is discussed in the
literature review (Chapter 2). A commentary on the aims and topics covered in the
literature review appears in pp 21 - 22.

3.3.2: Primary Research

It has been agreed by several authors that the various techniques for collecting primary
information may be grouped under two main headings - namely quantitative research
and qualitative research (Jick, 1979, 1982; Bryman, 1988).

Quantitative Research

Bryman (1984) states that quantitative research is:

"‘‘An approach to the conduct of social research which applies a natural science,
and in particular a positive approach to social phenomena. ”
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The quantitative approach argues that society and society’s subsequent actions are
determined by the environment and seeks to, ‘confirm or disconfirm regularities and
causal relationships’, (Easterby-Smith, Thorpe and Lowe, 1991).

Quantitative research takes the form of a series of empirical snapshots (Morgan &
Smireich, 1980). It is often concerned with large numbers of people, usually members
of some carefully drawn sample that is representative of a larger population, and a
formalised procedure for gathering data, (Bums and Bush, 1998). Quantitative research
methods are designed to provide statistically valid results in the form of numbers and
percentages, (Edmunds, 1996).

The data collection methods used most often in

quantitative research include survey questionnaires (Bums and Bush, 1998).

Quantitative Research - Arguments for and against

The ability to “generalise” is an important aspect of quantitative research. This enables
the researcher to identify trends and through an experimental process, generalise about
future outcomes in similar research areas;

“When statistics are aggregated from large samples, they may be of
considerable relevance to policy decisions. ” (Easterby-Smith et al, 1991)

On the other hand, there are concerns about the “objectivity” of quantitative research.
Several researchers argue that the design of quantitative surveys involves the influence
of the researcher’s viewpoint and therefore they become subjective in nature;
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“Those who are involved in survey research choose questions that correspond to their
notions of what is important and consequently force reality into a preconceived
structure. “ (Bodgan & Taylor, 1975)

The notion of validity is also an important concern to researchers, (Bodgan & Taylor,
1975). A big criticism of quantitative methodology is its failure to discover people’s
motivations for certain behaviours identified;
“These methods tend to he rather inflexible and artificial; they are not very effective in
understanding processes or significance that people attach to actions.... ” (EasterbySmith et al, 1991).

Qualitative Research

The qualitative methodology is more concerned with how society experiences its
environment. Leavy, (1994) defines it as;
“..an inductive approach to theory generation. The focus for study tends to be on
processes rather than on structures and on dynamic rather than static phenomena. The
emphasis tends to be on description and explanation rather than on prescription and
prediction. ”

In qualitative research no attempt is make to draw hard and fast conclusions. It is in fact
the interpretation of attitudes and events through the eyes of those under study - it is a
phenomenological approach, (Bryman, Bresnan, Beardsworth and Keil, 1988).
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As Leavy (1994) mentioned, qualitative research is usually exploratory or diagnostic in
nature. It involves small numbers of people who are not sampled on a probabilistic
basis.
Methods such as observation, case studies, focus groups and unstructured interviewing
are used to deliver this descriptive data.

Qualitative Research - Arguments for and against

Qualitative methodologies are more exploratory in nature and this has led to them being
described as the best strategy for discovering a new area, (Patton, 1990; Miles &
Huberman, 1994).
“It emphasises discovering novel and unanticipated findings and the possibility of
altering research plans in response to such serendipitous occurrences. ’’ (Bryman,
1988)
As a result of this flexibility, qualitative methods are regarded as sufficiently adaptable
as to enable the researcher to make adjustments as the research process unfolds. This
ability to constantly change modes of enquiry make it ideal when attempting to
understand underlying or non-obvious issues (Miles & Huberman, 1994);
“Through qualitative methods we learn about people we would not otherwise know. We
hear them speak about themselves and their experiences and, though we do not accept
their perspectives as truth, develop an empathy which allows us to see the world from
their points of view’’ (Bodgan & Taylor, 1975).

Qualitative methods are the only way to achieve more than just a snapshot of ‘what’ or
‘how many’. Qualitative research views the larger picture with a search for
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understanding of the whole (Janesick, 1994). The strength of these methods is in
locating the meaning people place on events, processes and structures of their lives
(Miles & Huberman, 1994).

It is apparent through the use of these processes of discovery and understanding just
how valuable qualitative data is. Miles (1979) has described qualitative data as:
“rich, full, earthy, the validity of qualitative data seems unimpeachable'''
On the other hand, many researchers are not convinced of the excellence of qualitative
methods. Miles (1979) highlights the lack of structure within qualitative analysis in the
following quote;
“The most serious and central difficulty in the use of qualitative data is that methods of
analysis are not well formulated.... The analyst faced with a bank of qualitative data
has very few guidelines for protection against self- delusions let alone the presentation
of unreliable or invalid conclusions.

”

Bryman (1988) asks:
“Can researchers really provide accounts from the perspective of those whom they
study and how can we evaluate the validity of their interpretations of those
perspectives. ’’

It is strongly believed that it is almost impossible to replicate the thought process of the
respondents; therefore, researchers cannot test the results from a reliability or validity
perspective.
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Also scepticism surrounds any attempt to make generalised interpretations from small
research sample results. A final criticism concerns the issue of researcher bias. Is it
possible to remain objective when conducting qualitative research?

3.3.3: Selection of Measurement Technique

It is the researcher’s task to choose a method that is right for the particular study, and
then attempt to limit any problems associated with that particular method by developing
sound methods of data collection and analysis.

This thesis has adopted a pluralistic research approach, defined as the combination of
qualitative and quantitative research methods in order to gain the advantages of both.
With pluralistic research, it is common to begin with exploratory qualitative techniques
as in this case, semi-structured interviews of selected hotel managers in order to
understand how they perceive relationship marketing and customer retention, and to
what extent they practise them.

"These activities often help crystallise the problem or otherwise open the researcher's
eyes to factors and considerations that might be overlooked if he or she rushed into a
full-scale survey" (Bateson, 1995).

It is this researchers belief that a holistic view would be of benefit in many research
projects. In the words of Bateson, (1995), “ the qualitative phase serves as a foundation
for the quantitative phase of the research project because it provides the researcher

179

Chapter 3: Research Methodology
with first-hand knowledge of the research problem. Armed with this knowledge, the
researcher's design and execution of the quantitative phase is invariably superior to
what it might have been without the qualitative phase." These views lend to support a
pluralistic research methodology.

Taking into account the literature analysed, the research context and the practical
constraints of time, money and access, the choice of a pluralistic research approach is
justified. The research design involves:
(a) Semi-structured interviews with hotel managements to discover their knowledge,
use and experience of relationship marketing and customer retention. Findings from
the interviews with hotel managers served as an input into the second stage of
primary research .
(b) A quantitative survey of hotel guests to discover their expectations, preferences and
customer behaviour when selecting and using hotels to stay in.

The following section will consider the various methods of research adopted; their
suitability for the research objectives. It outlines the sampling process used in this
thesis.
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3.4: Qualitative Research Instrument: Semi-structured Hotel Interviews

Qualitative research in the form of semi-structured interviews, were conducted by the
author with a sample of hotel general managers or marketing managers. Interviews were
semi structured in that following a brief introduction and explanation of the research
and topics of interest, interviewees were encouraged to discuss the subject area freely. A
list of guiding points was referred to during each interview to ensure that certain key
issues were not omitted and also to keep the interview "on track". The semi-structured
format of the interviews with the prompting of the researcher, enabled interviewees to
identify what issues or aspects of maintaining long-term client relationships were
important to them particularly.

The reasons governing the choice of semi-structured interviews as a research instrument
are briefly outlined as follows.
The main reason lies in the following statement:
“Qualitative methodologies are more allied to the complex nature of organisations and
consequently are more suitable to management research. ”
(Easterby-Smith, Thorpe & Lowe, 1991)

In addition, due to the large amount of hotels distributed around the Cork region, it
would be impossible to take every hotel into consideration when conducting this study.
Therefore, it was more efficient to interview representatives of the management of a
sample of hotels in Cork.
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A third reason for choosing this approach is because qualitative research is usually
exploratory or diagnostic in nature. Semi-structured interviews allow the researcher to
interpret attitudes and events through the eyes of those under study. It fosters the ability
to understand people's meanings, to adjust to new issues and ideas as they emerge
throughout the course of the research, and it provides a data collection method that has
been described as natural rather than artificial.

Fourthly, as relationship marketing essentially involves buyer-seller interaction, this
subject matter may be considered confidential

and commercially sensitive.

Consequently semi-structured interviews may be the only method practical as
respondents may not be willing to divulge information other than in a face-to-face
setting. In addition as the nature of the research is essentially descriptive, some amount
of probing in order to uncover additional information was necessary. Valuable
information may also be uncovered through close attention to non-verbal data. It is also
possible that a semi-structured interview is necessary in order to ensure that both the
respondent is clear about the area under investigation and that the researcher is clear as
to what the respondent means in his or her responses.

Finally, (Miln in Tull and Hawkins, 1987) has identified a list of situations where the
use of semi-structured interviews is particularly appropriate:
1. Detailed probing of an individual's behaviour, attitudes, or needs is required.
2. The subject matter is of an emotionally charged or embarrassing nature.
3. The subject matter under discussion is likely to be of a highly confidential nature.
4. The need to conform in a group discussion may influence responses.
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5. Where highly detailed understanding of complicated behaviour or decision-making
patterns are required.
6. The interviews are with professional people or with people on the subject of their
jobs.

Clearly many of these conditions apply in regard to research among hotel managers
about their attitudes and practice in the field of relationship marketing.

In regard to of the difficulties associated with semi-structured interviews, obtaining
access to respondents of interest required considerable effort, primarily in terms of time
and also establishing sufficient interest and credibility to encourage such respondents to
participate.

As personal interviewing is the most intrusive on organisational time and resources, the
time available for an interview was obviously limited. Part of each interview was taken
up with explaining the purpose of the research and establishing rapport to enable the
interviewee to effectively discuss the subject matter.

A final difficulty inherent in the personal interview is the uncertainty about whether the
information required will be forthcoming from the respondent. This can occur because
of the sensitivity of information sought or alternatively a lack of co-operation from the
respondent.

3.4.1: Gaining Access to the Sample of Hotels
The following is a list of 23 Bord Failte approved hotels in the Cork area:
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23 Bord Failte Approved Hotels
1. Ambassador Hotel

12. The Kingsley Hotel

2. Arbutus Lodge Hotel

13. Jurys Cork Hotel

3. Silver Springs Moran Hotel

14. Hotel Isaacs

4. Country Club Hotel

15. Moores Hotel

5. Rochestown Park Hotel

16. Ashley Hotel

6. Doughcloyne Hotel

17. Victoria Hotel

7. The New Grand Parade Hotel

18. Imperial Hotel

8. Maryborough House Hotel

19. Jurys Inn Cork

9. Hayfield Manor Hotel

20. Glenvera Hotel

10. Gresham Metropole Hotel

21. Clarion Hotel

11. Quality Shandon Court Hotel

22. Brookfield Hotel
23. Forte Travelodge

* Great Southern Hotel was added to the Bord Failte list of Cork city hotels during the
course of the research.

In November 2001, contact was made with 23 hotels that fitted within the research
parameters. A letter was sent to each general manager outlining the proposed research.
It was stressed that results obtained from this research would be of great value to the
researcher and the hotel alike. The letter was sent on CIT headed paper to increase the
credibility of the research being undertaken and the researcher conducting the study.
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3.4.2: Data Collection and Fieldwork

Fifteen semi-structured interviews were carried out for the purposes of this thesis. The
interviews took place between November 2001 and January 2002. Oppenheim, (1992)
says that there is no definitive answer to the question of how many semi-structured
interviews should be conducted, but quality rather than quantity should be the essential
determinant of numbers.
The interviews were recorded on tape with the permission of each respondent. This was
used to enable the researcher to analyse in detail the content of the interviews after the
interview had taken place.

3.5: Quantitative Research Instrument: Survey User Questionnaire

Having examined the qualitative research approach in the above paragraphs, an
evaluation of the survey questionnaire as a measurement technique follows.
The author decided to obtain data from hotel customers using a survey questionnaire.
This is in acceptance of the belief that respondents ‘react’ to their environment,
therefore, it can be concluded, that their behaviour and attitudes are influenced by the
hotel environment as well as by their personal needs and preferences. The literature
review provided explanation of relationship marketing and customer retention practices.
Interviews with hotels explored the thinking and practices of hotels in regard to
relationship marketing and customer retention. By asking hotel customers directly what
factors influence their choice of hotel, one can identify which relationship building
practices are likely to impress hotel guests, and judge the likely effectiveness of
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customer retention strategies. Therefore, quantitative research, in the form of a
questionnaire, answered by a representative sample of Hotel clients in the Cork region
was conducted for this dissertation.

3.5.1: Survey Questionnaire Technique

Survey research is normally classified according to the method of communication used
between the interviewer and the respondent. The most popular techniques are personal,
telephone, mail, self-administered and more recently computer interview's.

For the purpose of this study a personal survey questionnaire was used. The main
reasons for the choice of research method are outlined as follows.
First is the ability to use a large number of respondents i.e. 200 customers and to
generate representative views and responses.
Secondly, the cost of personal questionnaires in relation to other methods was very
reasonable. Therefore in order to stay within the means afforded by the research budget
it was appropriate to conduct a personal survey questionnaire.

Finally, it was important to take the research context into consideration. As this
involved obtaining data on the perceptions of hotel clients, it seemed appropriate to
survey a proportion during the time spent within the hotel environment. In addition, due
to the large percentage of hotel revenue generated from overseas travellers (53%) and
the local domestic market (47%), as revealed in the 2001 Hotel Industry Survey, it was
considered appropriate to complete questionnaires in Cork airport. The choice of
research locations can be justified furthermore from the results obtained from the semi-
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structured interviews. Data from the hotel manager interviews revealed that the Cork
based hotels generate revenue from a mix of foreign and domestic business travellers,
holidaymakers, and the domestic market.

In deciding to use the personal survey method, the following advantages and
disadvantages were taken into consideration.

Advantages

1. Higher response rates. Due to a low rate of refusal that face-to-face contact ensures,
personal interviews tend to have less non-response error. It has been estimated that
personal questionnaires receive greater response rates (vs. mail questionnaires), 90%
versus 30% typically.

2. The possibility for longer and/or more complex questions. The interviewer has the
ability to make confusing or awkward questions more clear to respondents.
Questions can be repeated and clarified.

3. Immediate feedback/probing is possible. The personal questionnaire technique
affords the researcher a degree of flexibility. This enables him/her to probe for more
detail or to clarify an answer. Furthermore, interviewers can make relevant
observations on sensitive variables.

4. Less missing data per respondent. This results in fewer incomplete or skipped
responses.
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Disadvantages

In face-to-face personal questionnaires, the presence of the interviewer is both a unique
benefit and a potential pitfall. The social interaction that occurs between the interviewer
and the respondent can affect the quality of the resulting data, either for better or worse.

1. Social desirability bias. Respondents may feel more pressure to provide “socially
desirable” responses.

2. Interx’iewer can influence responses. Interviewers are available to help respondents
interpret questions, but this gives rise to concerns about whether all respondents
understand the questions in the same way. Perhaps some respondents get
clarification on a question, while others do not. Furthermore, there are concerns
about the extent to which respondents’ answers are conditioned or influenced by the
interviewer’s reactions (or perceived reactions).

3. Expensive. The personal questionnaire can incur high costs if trained interviewers
need to be used, if the geographical location is dispersed or if respondents are
difficult to locate.

On balance the advantages of personally administering questionnaires far outweighed
any disadvantages for the purposes of this thesis.

188

Chapter 3: Research Methodology
3.5.2: Selection of the Sampling Method

An important decision in any research project involving a sample is how the sample
units (hotel guests) are to be selected.

In this case, a sampling frame that lists the entire population of interest is not available.
Therefore, the author had no alternative but to select a non-probability sampling
method.

”A non-probability sample is one in which chance selection procedures are not used. ”
(Tull & Hawkins, 1987)
Non-probability samples are used frequently by marketing researchers. The reasons for
their use relate to their inherent advantages:

> Non-probability samples cost less than probability samples. This characteristic of
non-probability samples may have considerable appeal in those situations where
accuracy is not of the utmost importance.
> Non-probability samples ordinarily can be conducted more quickly than probability
samples.
> Non-probability samples can produce samples of the population that are quite
representative if executed properly.

There are several kinds of non-probability sample available to the researcher such as
convenience, judgement, purposive, and quota samples. 150 respondents were surveyed
at Cork Airport and 50 at the Great Southern Hotel, Cork. This was considered
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appropriate as the author wished to target various types of customers in the Hotel
hidustry. It was felt that a sample of 200 respondents spread over the two research sites
would give a satisfactory coverage of the population.

3.5.3: Gaining Access to Research Sites

In February 2002, contact was made with Mr. Joe O’ Cormor the general manager at
Cork Airport and Mr. Pat Cousin the general manager at the Great Southern Hotel,
Cork.
A letter was sent out, on official departmental paper, to both parties outlining the
proposed research, the suitability of the location and a copy of the questionnaire.
Permission was received from the Great Southern Hotel and in addition, a letter was
received from Mr. Joe O’ Connor outlining the various requirements to be fulfilled
when interviewing at Cork Airport. The requirements included a letter from the
researcher’s supervisor and a letter from the researcher providing address and home
telephone number that Cork Airport were required to pass on to the gardai.

3.5.4: The Pilot Test

Pilot testing involves trying out a questionnaire on a small group of individuals to see
how they react to it before the final version is created (Stagnor, 1998). If respondents do
not understand questions, the survey cannot produce useful results. Chisnall (1986)
suggests that a pilot survey is often 10% of the main survey. Therefore, the author
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conducted a pilot survey in early January 2002 involving 20 respondents. The following
amendments were made as a result of experience with the pilot test:

1. After eompleting the pilot survey the researcher found that the respondents were
having trouble understanding the questionnaire. Appendix C includes a copy of the
original questionnaire distributed in the pilot survey. Of the twenty completed
questiomiaires eleven were incorrectly completed. The respondents were ticking just
one box and were not aware that more than one optional answer would be
appropriate in the case of multiple-choice questions 6 and 7. In order to surmount
this obstacle, the researcher inserted the phrase “Please tiek the relevant box (es)”
into the questionnaire and alerted respondents when asking questions 6 and 7.

2. It was deemed necessary to change the sequence of questions.

3. It was necessary to reword an option in question 6, as many respondents did not
understand what a frequency guest programme meant. So it was neeessary to reword
the question option and inelude a loyalty card programme instead.

3.5.5: Data Colleetion and Fieldwork

The surveys were carried out at the two locations during February and March 2002,
until the required sample size was obtained.
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Chapter 4: Interviews with Hotel Managers
4.1 Introduction

This section presents the findings of fifteen semi-structured interviews, which were
conducted with a sample of Cork based hotel general managers for the purposes of this
thesis. In three cases the interview was with the marketing manager as the general
manager was unavailable. Table 4.1 outlines the size and the characteristics of the 15
hotels researched. The interviews took place between November 2001 and March 2002.

As the interviews were semi stmctured, a list of guiding points were referred to during
each interview to ensure that certain key issues were not omitted and also to keep the
interview "on track". Figure 4.2 documents the list of guiding issues referred to during
the semi-structured interviews.
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Table 4.1: Profile of Hotels Interviewed
Hotel

Hotel
Grade

Number
of
bedrooms

Hotel 1

4 Star

185

Hotel 2

4 Star

109

Hotel 3

4 Star

79

Hotel 4

4 Star

114

Hotel 5

3 Star

56

Hotel 6

3 Star

133

Hotel 7

3 Star

50

Hotel 8

3 Star

36

Hotel 9

3 Star

16

Hotel
10

3 Star

113

Hotel
11

3 Star

88

2 Star

16

U

64

U

60

U

40

Hotel
12
Hotel
13
Hotel
14
Hotel
15

*Mix of
Business

Corporate &
Holiday Maker
Business &
Family Holiday
Maker
Corporate,
Tourist &
Local
Corporate,
Tourist &
Local
Corporate &
Family Holiday
Corporate &
Holiday Maker
Corporate
Tourist &
Local
Corporate &
Tourist
Corporate &
Tourist
Business,
Tourist &
Local
Corporate,
Tourist &
Local
Corporate &
Holiday Maker
Corporate &
Holiday Maker
Corporate &
Holiday Maker
Corporate &
Holiday Maker

Member Member Website
of a
of a Hotel
Marketing
Hotel
Chain
Group
Yes

No

Yes

Yes

No

Yes

Yes

No

Yes

No

No

Yes

Yes

No

Yes

Yes

No

Yes

No

No

No

Yes

No

Yes

No

No

Yes

Yes

No

Yes

Yes

No

Yes

No

No

No

Yes

No

Yes

No

Yes

Yes

Yes

No

Yes

* Mix of Business was compiled from the qualitative research.
U signifies ungraded hotel.
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Fig. 4.2: Semi - structured Hotel Interview Guidelines
> Contact with former/past customers
- Invite business from past eustomers.. .Mail, Phone, Visit...
> Database
- Customer Information on Database
- CRM...Fidelio
- Guest History profile.. ..purpose
> Customer Retention Strategies
- Finaneial Bonds.. .Frequeney Guest programmes/loyalty eards
- Soeial Bonds.. .First name basis
- Customisation/personalised service...examples
> Complaint handling
- Complaints as a basis for continuous improvement
- Comment cards/satisfaction surveys
> Internal marketing.. ..employee training, employee incentive schemes
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4.2 Presentation of Results and Discussion

The findings obtained from the research will be presented under each guideline
followed by discussion.
Under some of the issues discussed, particular hotels did not have much comment to
make. This indicates to the researcher that certain hotels did not engage in the
practice, or did so only to a small extent.

> signifies a summary of the comment made by the hotel management of one hotel
on the point discussed.

4.2.1: Contact with Past Customers
69% of the hotels researched have a policy of contacting former customers to invite
further business.

Comments of Hotel managers:
> “The hotel certainly contacts past customers to invite further business. We
mainly use mail shots to make contact. We have put together a sales office,
which employs 5 people. It is a team of service administrators that track and
monitor customer retention. It is this team that it responsible for contacting
former guests to invite further business.”

> “The hotel does not make any attempt to contact past customers. I believe that
people change their loyalties and this does not always imply that they were not
satisfied. Several new hotels are opening, clients are beginning to try new
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accommodation experiences, but that does not mean they were dissatisfied with
this establishment.”

> “The hotel does not contact former customers to invite further business. It is my
opinion that if guests are lost they are lost forever, and any effort on our part will
not make the slightest difference.”

> “We are a very business oriented hotel. We track companies as opposed to
individual customers. Consequently, it is the companies themselves who we
would make contact with. This is a very important task as former customers who
have not returned could be potentially threatening to the hotel. If former
customers did not return due to negative experiences at the hotel, they may not
have informed us, but could possibly inform 10 other potential clients of their
negative experiences. Our database and computer system, Fidelio, assists the
hotel in this task. They enable us to track the customer, including where they
come from, their particular likes and dislikes, frequency of stay, revenue earned
per customer/company.... In addition we have created an additional file on our
database comprising the names and details of the various assistants and
secretaries in the client companies. After all, we must remember that in nine out
of ten instances it is the assistant and not the business client that makes the hotel
decision.”

> “We have a policy of contacting past customers to invite further business. Most
of our clients are commercial/corporate clients. Therefore, we contact corporate
customers who avail of our conference rooms for exhibitions, training.
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conferences, and trade shows. We contact these clients by mail and occasionally
by telephone. For instance, last week I telephoned a corporate client whom we
had not seen in some time and we invited him to make a return visit. We
discovered that he had a negative experience on the last occasion he visited the
hotel. Obviously we will do everything in our power to ensure that this situation
is corrected and it never happens again”

> “Our specialised sales team contacts all our guests, including present and former
guests, every quarter. The main medium used is mail shot.”

> “I personally contact former customers to invite further business. I would either
telephone them or personally visit them, depending on the individual client, their
past history with the hotel and the importance of their custom to the hotel.”

> “We contact past customers to invite further patronage. Each guest’s name and
personal details are inserted into a database that enables us to contact customers
bi-annually. The hotel frequently uses mail shots, but the medium used largely
depends on the size of the custom or business generated from the particular
guest(s). In addition, if we notice that a particular customer usually reserves a
guest room through the Internet, then we would contact these clients via e-mail.”

> “Each quarter our specialised sales force contacts all our customers contained on
our database. The medium used is mail shots and e-mail.”
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> “We stay in contact with our customers constantly and possessing an efficient
database is of paramount importance. It allows us to identify customers specific
needs and wants and a breakdown in revenue earned per customer. We have
inserted a file in the database that lists what various customers purchase or what
they have not purchased (i.e. conference, exhibitions, bar-b-q, and over-night
stay) from the hotel. Clients visit the hotel for training purposes, conferences,
exhibitions and holidays. There is quite an even spread of custom at the hotel.
When every season arrives, for instance Christmas and the New Year, our sales
team puts together a seasonal brochure. And we literally mail the brochure to
every customer contained on our database. It is important that we keep teaching
our clients about our potential services, as their needs are changing all the time.
For example, we have a large organisation visiting the hotel next Thursday to
present their Christmas brochures. They have already booked their Christmas
dinner party at another venue, but they have decided to launch their brochures at
our hotel for 4 hours and purchase snacks and an open bar for the afternoon.
This is a result of the contact we made with our clients through our seasonal
brochures.”

> “We do not make any communication with our former customers. This is mainly
due to the fact that the hotel does not keep a record of past customers.”

> “We have learnt through many years of experience that in most cases in the
corporate line of business, which is our main business generator, it is the socalled “booker” (assistant or secretary) that makes the hotel decision.
Subsequently, we contact the “booker”, as opposed to the actual client, to find
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out why they have not purchased our hotel services in the previous months. We
may discover that they have received a reduced rate from another venue, or they
may have received an incentive scheme from another establishment, or they may
inform us of a particular dislike towards our establishment.”

> We do not keep a detailed record of our past customers. Therefore, we do not
make contact with former customers. We rely on our advertisements to remind
them to return.”

Discussion:
It is evident from the comments above that several of the hotels surveyed make contact
with past customers. One hotel employs a specialised service team that tracks and
monitors customer retention. Another hotel utilises Fidelo, the computer system to track
and monitor customer defection and customer retention. Other hotels are acutely aware
of the importance of service recovery and they contact former customers to find out the
reasons why they have not returned. One hotel noted that contact with past customers
was a very important task as former customers who have not returned could be
potentially threatening, due to negative word of mouth communication with potential
clients.

Yet, a significant proportion of hotels interviewed (31%) do not have a policy of
directly approaching former customers to ask for repeat business or indeed find out why
they have not returned. Sadly, two hotels simply do not contact past customers because
they do not possess any record of their customers and therefore have no means of
measuring customer retention and customer defection. One hotel believes that if a guest
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defects, the guest is lost forever, and any effort to rebuild the guest’s loyalty is not
worthwhile. Some believe that debriefing guests will add little or do little to advance
their aim of satisfying current customers. These hoteliers have a very narrow
perspective on relationship marketing.

As Reichheld and Sasser (1990) assert:
“Customers who leave can provide a view of the business that is unavailable on the
inside.” (see literature review p. 120)

However, many hotels who make contact with past customers do not utilise the
opportunity to generate latent or unregistered complaints. The main reason is that a
large proportion of hotels make contact with past customers through mail shots. Mail
shots are a form of one-way communication. Their main role is a reminder to purchase.
Mail shots will not help the hotel to discover the reasons why customers are leaving.

In the literature review, Lowenstein (1995) recommends customer contact through
customer visits in the form of customer round tables and forums, (see literature review
p. 144). It is evident from the findings that most hotels are not taking advantage of
customer visits. Admittedly, one hotel noted that they would either telephone or
personally visit former guests, depending on the individual client, their history with the
hotel and the importance of their custom.

The comments of customers who have already left are often a reflection of why less
loyal customers are on the brink of purchasing from another establishment. Contact with
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former customers enables a hotel to gain valuable information about customers’ reasons
for switching.

Several hotels have no system to generate latent/unregistered complaints when contact
situations arise. In some cases, sales, front-line service staff, and even management have
little or no training in how to ask for or capture such knowledge, so opportunities for
learning are squandered, and the hotel misses a valuable source of information.

Customer knowledge generated through customer contact should be formally organised
and acted upon by the hotel. Several hotels may address negative situations with little
more than the occasional “I am sorry to hear that!”. Those responsible for making
customer contact need to be trained to record such knowledge and empowered to act
upon such knowledge. This may require redressing the hotel’s culture and staff training.

It is necessary for hotels to possess a database or a CRM system, such as Fidelio, to
assist in the identification of customer defection and in the process of contacting past
customers.
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4.2.2: Hotel Database
The issue of contacting former customers naturally leads to the use of a customer
database. 67% of hotels researched have an internal database.

Comments of Hotel managers:
> “We operate a database at our hotel. It is a very detailed database as it
incorporates any detail that is pertinent to the Hotel such as client names,
business details, special requirements, frequency of business, type of
business...This information enables the hotel to develop a relationship with our
guests. In order to practise our relationships with particular clients, we have
created a ‘Guest History Itinerary’ for each guest that has visited the hotel. For
example, the next time a particular guest checks in to the hotel his/her guest
history profile will appear on our computer screen. Front office sales staff are
trained to ask the guest if he/she requires the same specifications as their
previous stay, e.g. breakfast in bed, a newspaper delivered to their room early in
the morning, an extra pillow on their bed etc. We extensively train our
employees to record the guest’s particular needs and special requests on first
arrival, and most importantly to observe and record additional needs and revised
preferences of regular guests.”

> “Up to this month the hotel did not have a database, but we have begun to
develop a database that contains details regarding customers who visited the
hotel over the previous month. I believe that the information contained in the
database will provide the hotel with a helping hand in the future. Obviously it is

202

Chapter 4: Interviews with Hotel Managers
too soon to comment, but once the hotel has the information on file, we will use
it to the best of our advantage. I do not want technology to take over to such an
extent that we rely solely on it. We must remember that we work in the
hospitality industry and it is predominantly a people to people service.”

> “We do not have a computerised database at the hotel. We keep a manual diary
of all our past and present customer details.”

> “The hotel group has a database that is maintained by central reservations. The
database contains information on each guest/business that stayed with the hotel,
although, the database does not contain information on frequency of business.
For example, if Miss Jones visited the hotel two months ago, we would solely
rely on the front desk receptionist to recall the guest’s name and preferences. We
do not rely on a database for this information, we rely on our trained employees
to recall our regular customers.”

> “The hotel has an internal database which is contained in a computer system
called Fidelio. The database provides information on frequency of stay, revenue
breakdown per eustomer, personal details, likes and dislikes etc. Take for
example the following situation, the front line receptionist will enter the client
company name XYZ into the system. Fidelio will then provide the user with
such details as the number of bedrooms used by the partieular client company,
the amount of revenue spent by the company and it will also provide the hotel
with our top 20, 30, or 100 companies that visit the hotel annually. We have also
incorporated a guest history profile into the system. This contains details of
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individual guests and is updated continually as customers’ needs and preferences
change each time they visit the hotel. The guest history profile is extremely
useful as we have different rate brackets for various clients. For instance, if Mr.
Smith from company XYZ checks into the hotel, company XYZ will have a
particular rate built into the system. On the next occasion that Mr. Smith visits
the hotel, the computer screen will flash the rate that he is regularly quoted. In
addition the system allows the user to add Mr. Smith’s preferences such as an
executive room with e-mail access, a newspaper delivered to his room first thing
in the morning or maybe his room type has been upgraded because he made a
complaint the previous occasion he stayed at the hotel.”

> “We have access to a database. It was installed approximately eight months ago,
therefore it is still a relatively new concept to the hotel. Back in the old days we did
all our transactions by paper with the help of a manual diary. Obviously, it was very
difficult to know where our customers came from and how often they stayed with
us. Today the database has made our customer relationships possible. We can
access, on our computer screens at the touch of a key, regular guests details,
particular preferences and needs as soon as they check in. The database records
every last detail about the customer including, frequency of visits, personal details,
revenue generated per client etc. In a couple of words it helps us draw up individual
profiles on regular guests.”

> “Each hotel within our hotel group has access to a database. The database contains
information on each customer who stayed with the hotel group, a breakdown of the
revenue they generated, type of business, additional services used, likes and
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preferences etc. The database is contained within our computer system called
Fidelio. Fidelio is extremely efficient and we utilise the system to download reports.
All the databases within the hotel group are interlinked. Therefore, if a particular
guest, who has already stayed in our Dublin hotel, checks into the Cork hotel their
particulars will automatically appear on our system.”

> “Our database is very detailed, it provides information such as the name and address
of each guest, type of business (corporate or leisure), frequency of stay, preferential
requirements, room rates charged etc. We utilise a computer system called IGS and
it is efficient and adequate for our needs. Although it is evident that Fidelio is
becoming increasingly popular in the Irish Hotel industry.”

> “Our database provides information on each customer and business that stays a
particular night, all businesses that utilised the conference room or banqueting
services, and details on tour operators etc. The database is contained in our
computer system IGS. Unfortunately, this system is obsolete and dated, there is even
a space for a telex number and nobody uses telex today.”

> “Our database contains information on every possible detail about the customer, i.e.
personal details, business details, frequency of stay...”

> “At the front desk we operate a computer system called IGS and it holds
information such as name of the client/company, frequency of visits...We use a
computer system called Fidelio for conferencing and banqueting. It is an extremely
efficient system. We hope to convert the full house to Fidelio in the not too distant
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future. We have found that IGS is not as efficient for reports. For instance, the IGS
user cannot command the system to print off 100 companies that visited the hotel in
the year 2000, but did not return in the year 2001. With Fidelio this command is
possible.”

> “We do not have a database. We are a small hotel and we operate on a small scale.
We do not have a need for a database.”

Discussion:
There is a clear trend that most hotels interviewed (67%) are moving rapidly towards
the adoption of some form of customer database. Admittedly, two smaller hotels said
they had none, they rely on management’s and staffs knowledge of regular customers.
Two hotels had recently installed a customer database. One hotel even had two database
systems. The most highly rated system is Fidelio a CRM system dedicated for use in
hotels.

The issue was raised that hotel business is a people business - “we cannot ever forget
that too much reliance on technology and computers could rob the business of the
personal touch, to the detriment of the hotel and its guests”. The risk of computer failure
was also mentioned, possibly leaving the hotel unable to cope with bookings, customer
management etc.

Hotels need to understand the link between database marketing, and relationship
marketing and customer retention. A database is vital tool in the development of
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relationship marketing and customer retention, (see literature review p. 58). It has long
been recognised that as a hotel obtained more information on the market place it could
use this to improve service offerings, which would lead to improvements in
profitability. Operating a customer database is ideal for the purpose of obtaining
information, but on individual customers, rather than on the market place in general.
One of the key uses for individual guest information is the development of customer
retention strategies and relationship marketing. By collecting and managing such
individual customer information, hotel databases enable customisation and/or
personalisation, differential pricing and relationship building.

As the Ritz Carlton hotel has found employees need to be trained to stay close to the
customer by recording and keeping an electronic database memory or guest history
profile of guest’s personal details such as guests likes and dislikes, preferences and
requirements (See literature review p. 65).

Petrison and Wang (1993) link the establishment of a relationship with customers
directly to the availability of database technology, suggesting that the roots of
relationship marketing lie in the ability of companies to know their customers, their
likes and dislikes on an individual basis, (See literature review p. 59).

Hotels are using their database to maintain a continuous relationship with customers. It
is evident from the above findings, that several hotels are operating customer databases
and recording relevant customer information in guest history profiles contained within
the hotel database.
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A minority of hotels interviewed have not yet recognised the importance of a database
in the role of relationship marketing, customer retention and indeed long term
profitability Goldsmith, (1999), see literature review p. 26). For such hotels, the
majority of transactions are conducted on a cash basis with “anonymous” customers.

It is the researcher’s opinion that hoteliers should conduct a benchmarking study of the
American hotel chain Ritz Carlton. Using a centralised database, Ritz Carlton Hotels,
provide highly personalised attention to its customers. The company trains each of its
employees to note guest likes and dislikes and to record these into a computerised guest
history profile. The company has information on the preferences of more than 240,000
repeat Ritz Carlton guests, enabling a more personalised service. When a repeat guest
checks into any Ritz Carlton hotel, the hotel outputs data from a centralised database in
the form of a daily guest recognition and preference report that is circulated to front-line
employee. Employees then greet the repeat guest personally at check in and ensure that
the guest’s needs and preferences are anticipated and met.

Once hotels in Ireland have a customer database in operation, the additional cost of this
kind of feature should be quickly repaid by the enhanced customer relationships.
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4.2.3: Customer Retention Strategies
Almost 100% of hotels use one or more forms of customer retention strategies either
formally or informally. It is the researcher’s impression that some hotels have not
grasped the importance of retention marketing, yet they practise retention marketing in a
piecemeal or ad hoc fashion. For others, customer retention is part of their business
strategy.

Comments of Hotel managers:

> “The hotel does not operate loyalty cards or frequency guest programmes. We
believe that these schemes are a waste of company time and resources. The staff
and management at the hotel welcome all our customers with a friendly smile
and on occasion we may use guest’s first name to greet them if we are familiar
enough with them. We aim to meet every guest’s requirements and we try to
make their stay as unique as possible. For instance, we had a gentleman who
checked in this evening who required fresh fruit and flowers in his guest room
and of course we met this requirement without delay."

> “We practise guest retention schemes at the hotel. We operate guest retention
schemes for our bedrooms, the lounge, the restaurant, the leisure centre, and
conference and banqueting. We recognise that our revenue at the hotel is
generated from several sources and not just bedroom sales. We are currently
operating a loyalty card programme in the restaurant. The reward is as follows;
after 10 visits to the restaurant the guest will receive a free evening meal for two.
We offer a reduced rate to those businesses that generate a significant proportion
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of bedroom sales weekly. While other businesses that stay with us intermittently
do not receive reduced rates.”

> “We encourage all our employees to use our guests’ name, friendly conversation
and a warm greeting in the everyday running of the hotel. Our motto for our
employees: treat others as you would like to be treated. The use of the guest’s
first name can be a very effective strategy in the pursuit of a personal
relationship with the guest. However, in reality this is difficult to achieve due to
high staff turnover in the hospitality industry. Employee longevity is important
in a service industry, but cannot always be achieved. Technology plays an
important role in the hospitality industry today as it allows new contact
personnel to study the individual guest history file, identify particular guest
needs, wants and special requirements. We recognise the need to offer more than
a standardised service

if we want to build

customer relationships.

Individualisation is important to our regular guests. Some examples of
personalisation include:

- delivering the guest’s favourite newspaper in the morning
- catering for special dietary requirements
- providing a complimentary ironing service
- providing a king-size bed as opposed to the standard double bed.

“Recently, a regular guest mentioned that he has a back complaint and that the
mattress in his guestroom is too soft. In response to his predicament we installed
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additional bed boards in his bed and a new mattress to ensure that he had a
comfortable stay with us.”

> “In the last couple of years we have put a loyalty programme in place. It is based on
the number of nights a customer stays and a simple points system. Although I
strongly believe that customers who use loyalty programmes do not become loyal to
the hotel. We have experienced several discount seekers at the hotel. These
customers would tell you anything in order to receive a reduced rate, e.g. “myself
and my colleagues intend to stay for 2 nights each week at your hotel for the next 6
months, is there any special rate the hotel could arrange?” Unfortunately, these
customers will stay for 2 nights and never return the succeeding weeks as promised
- they are not loyal, but only chancing their arm for cheap accommodation. Of
course, there are genuine enquiries, but it is difficult to differentiate one from the
other.”

> “We always use the guest’s first name when at all possible. I strongly believe
that there is an art in personal greetings. Sadly, there is a lack of friendliness in
today’s business environment; it is being lost due to the increased reliance on
technology. I was trained twenty years ago to always smile at the customer and
where at all possible never miss an opportunity to shake his/her hand. Customers
will always come back for a friendly smile and warm personal welcome. Before
technology, we were trained to know Mr. and Mrs. So and So’s requirements.
We knew the customer so well that we did not rely on technology. My main fear
is that we rely on technology too much. What will happen if our systems crash?
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We must remember the hotel is very much a people to people service, it should
not be substituted with technology.

> “We offer non-standardised service to each and every guest. For instance, a
regular customer requires his bed to face the window and we meet his need
every time he stays with us. We also personalise our service offering to cater for
those guests who have special dietary needs and allergic reactions to feather
pillows....”

> “At present, we are not running any loyalty programmes, but we have done so in
the past. Instead of offering a loyalty scheme, we often identify customers and
businesses that stay with the hotel regularly. Subsequently, we offer them a
reduced rate in exchange for their continued custom.”

> “The hotel does not have personal files on each guest; we rely on our staff to
remember our regular guests’ names and particular requirements. We encourage
all our front-line employees to welcome every customer with a friendly smile. If
we discovered that a particular guest requested an iron each time he stayed with
us, then we would probably leave an iron in his room on the next occasion he
visited the hotel, rather than give the guest the trouble of requesting an iron
again.”

> “We do not operate frequency guest programmes at the hotel. In the past, we
have had intense discussions with the general managers of various companies
who frequent the hotel. Many of these managers do not agree with the operation
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of loyalty programmes, the general consensus is that where loyalty programmes
are in operation, those that are making the hotel decision are doing so for the
wrong reasons. For example, if it boils down to a choice between Hotel X and
Hotel Y, the assistant or secretary that makes the hotel decision, may choose
Hotel X on the grounds of clocking up 10 loyalty points for his/her own personal
benefit as opposed to the benefit of the guest. What we tend to do at the hotel is
acknowledge the main decision-makers, i.e. the PA/assistant/secretary, in the
various organisations we deal with. Subsequently, we reward them for their
continued custom by organising entertainment at the Dog Track, entertainment
at the hotel e.g. to see a tribute band, or an invitation to avail of our Thallasso
Therapy centre...Of course, this has to be monitored to ensure that adequate
rewards are received and are fairly distributed.

The hotel staff that one would meet on the way into the hotel are of vital importance, as
they are the “directors of first impressions”. Fortunately, we do not have a high staff
turnover rate. This enables us to have a consistent front-line team that are familiar to the
customer and are able to greet each guest personally with a familiar smile. Of course,
change is inevitable and there are going to be front-line changes from time to time. In
this scenario, Fidelio, our computer system, plays an important role. Fidelio not only
acts as a reminder, but enables newly appointed staff members to familiarise themselves
with regular customers needs, wants and preferences. We also aim to personalise our
hotel service to the particular customer needs. For example, our American clientele
often require longer and wider mattresses.”
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> “At the moment we do not offer a loyalty programme to our guests. Although, our
sales team is currently researching the possibility of introducing a gold card. The
gold card will allow our regular guests to avail of certain discounts in a variety of
shops and restaurants located in the city. These discounts will be issued in
conjunction with a points system that will be awarded to the customer each time
he/she visits the hotel.

We encourage our staff to welcome the customer with a friendly gesture such as a smile
from the receptionist or a helping hand from our porter. In the past, we used to welcome
our guests on a first name basis, but our newly appointed marketing manager
encourages staff to use a more formal approach; the surname. Recognising individual
customers is very important in our early morning coffee trade. Our clientele includes a
large percentage of business people from the South Mall who come to the hotel for their
early morning coffee. Significant proportions of these customers return mid-day or in
the evening to entertain clients or conduct business meetings over a snack and coffee.
The majority of these business people like to feel known, it gives them a sense of
business status, a feeling of importance and most importantly a feeling of appreciation
for their continued patronage. These are the reasons why they keep returning each day.

One particular guest prefers his bed sheets tucked into the bed in a particular way.
Another guest likes to have fresh flowers in her room each time she visits the hotel. She
insists that we charge her for the flowers, but she stays with us so often that we do not
charge her for this extra request as we feel that her custom is too important to the hotel.
Another guest requests a certain type of mint in his room on arrival. “Mint Humbugs.
We also provide e-mail connection, DVD players and fax machines in certain rooms for
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our business clientele. In addition, we offer heated bathroom floors, personal slippers
and bathrobes. These are offered to customers today because they were requested in the
past. All these examples of individualised service encourage our guests to return. It may
cost a few extra cent, but what is a couple of cent compared to a customer’s lifetime
custom.”

> “We offer a loyalty scheme called a priority guest programme to our customers. It is
a result of research carried out into our guests likes and dislikes, and it has been
designed to offer guests exceptional service and benefits. The benefits include:
Offer the best room available on check in. We offer the bedrooms to the front of
the house as they have a magnificent river view. If for example, on a particular night
we were operating at full capacity and one of our regular guests requested a
reservation, we would try our very best to accommodate the guest’s request.
Early check in and late check out. Usual check in time is 2.30 p.m., but if our
regular guests check in early in the morning, we will facilitate them as much as
possible.
Complimentary morning newspaper. We offer a free newspaper to all our regular
guests.
Dedicated priority guest line. We operate a dedicated priority guest line, where
regular guests do not have to dial the main switchboard and then be transferred to
reservations. Regular guests actually receive a direct number that enables them to
contact reservations direct. When loyal guests telephone the hotel on our direct
guest line facility their name appears on our system and this facilitates our
employees to use the guests’ name to personalise our hotel service.
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Point system. Regular customers can earn points redeemable against a range of
gifts; 10 points are awarded per 1 Euro spent. The gifts range from in - house
product, such as wine or evening meals, to discounted flight tickets.
Special events. We invite loyal customers to special events based on their
individual preferences. Guests are sent out an information pack and requested to list
their preferences, i.e. what sports they enjoy, any particular hobbies or interests. If
there are any specific events coming up, for example the Murphy’s Irish Open, the
Guinness Jazz festival, or the Races, we would send out complimentary tickets to
our loyal guests based on their interests and preferences for such events.”

> “At the hotel we operate two loyalty programmes. One is aimed at the frequent
guest and the other at what we refer to as the ‘bookers’. It is important to cater for
the so-called booker, as more often than not it is the secretary or assistant that makes
the hotel decision. We train our staff to welcome customers by their first name or
surname. This is obviously very difficult to monitor but our employees focus on this
as much as possible. Offering individualised service is a widely used strategy in the
hotel. For example, a regular guest always requests an Independent newspaper each
morning he stays at the hotel. At the hotel, we only distribute the Irish Examiner, as
we have a special account set up with the company. When this particular guest visits
the hotel we ensure that an Independent newspaper is delivered to his bedroom.”

> “We do not offer loyalty programmes to our guests. I believe that they do not
attract loyal custom. In fact, a regular client of the hotel refers to these
programmes as ‘gimmicks’. I feel that such bargain hunters tend not to be loyal
customers, but move on to the next hotel where they may find better bargains.
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We are fortunate to have a low staff turnover rate at the hotel. Consequently,
there is a familiar face at the reception when regular customers check in. The
hotel has not created a personal file on each regular guest, but I personally enter
specific details in relation to regular customers into our computer system IGS.
For instance, I might enter such details as “Mr. Murphy’s wife just had a new
baby boy or his daughter made her Holy Communion...” Therefore, the next
occasion that this particular client would return to the hotel, the IGS system
would refresh my memory in relation to the particular guest, and I would
subsequently ask Mr. Murphy “How is your new baby?”

> “We do not offer loyalty programmes to our guests. It is my opinion that those
customers who use loyalty cards are not necessarily loyal customers. They base
their hotel decision on the reward as opposed to good efficient service. We do
not want to attract this type of custom. Although, we are considering a loyalty
programme for the booker. We encourage our staff to use the guest’s name when
in personal contact with the guest, but we prefer our employees to use the
guests’ surname as opposed to their first name. A large percentage of our
clientele is business based. For example, a couple of weeks ago we had a group
of business executives from Arthur Anderson staying at the hotel. They were
working on an important project for Bord Gais and they requested large work
units in their rooms, as they had several large manuals and reams of paper. We
placed large worktables in their rooms, which did not look very pleasant but
were very practical for what the guests required. Similarly, as we are located
near the Courthouse we receive a significant percentage of custom from lawyers,
solicitors and barristers. The majority of these guests usually require extra
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workstations (very large tables) as opposed to the regular small tables that are
standard in each suite.”

Discussion:
Guest information has been cited as an important contributor to hotels’ competitive
advantage. Today, the acquisition, analysis and dissemination of information are crucial
to developing and sustaining a competitive advantage in the hospitality industry, (see
Literature Review, p. 103). It is the build-up of guest infonnation that allows the hotel
to operate customer retention.

As the scale of hotel organisations has become larger, customers have become more
remote from the organisation’s principal decision-makers. For example, a small hotel
owner might have considerable information about the needs of each of its customers
based on regular personal contact. By contrast, the managers of large hotels and hotel
chains must develop more formal structures and processes for handling information if
they are to understand and satisfy their customers’ needs better than their competitors,
(see Literature Review p. 103).

Organisations in the hotel sector vary in the way they structure their information
handling. At one extreme, some small hotels manage with only very loose information
structures (i.e. manual diaries), relying heavily on informal methods of listening,
communication and personal experience. This type of business is capable of achieving
high levels of customer loyalty based on the personal efforts of the owner. The ability to
customise services informally may be hindered by the need to refer back to the owner
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for decisions where requests for customisation are out of the ordinary. Formalised
information structuring can be crucial to hotels’ transition from a small local operator to
a national one.

Information management is crucial to the development of social and personal bonds
with hotel guests, (see Literature Review p. 129). However, developing a structured
information system is not in itself a business objective. The challenge is to use this
information to deliver superior value and to customise the service offering, so that it
meets the needs of the individual hotel guest.

Therefore, the hotels need to pay attention to the link between the hotel’s information
base and its ability to customise its service offerings. Collecting information alone will
not bring about personalisation. To ensure that guests’ unique needs are met in a
seamless manner, information must be disseminated and acted upon within a corporate
culture that stresses the need to treat guests as unique individuals. Without this culture,
a hotel could be failing, not only by unnecessarily adding to its information costs, but in
respect of individual customisation.

How do hotels obtain guest information?
It has been discovered through both primary and secondary research that hotels seek to
differentiate themselves by offering personalised service to individual guests. There is a
clear trend from the hotels interviewed that hotels are moving towards personalisation
and away from standard service. Some examples of personalisation offered by hotels
surveyed include: operating a dedicated guest priority line, delivering a guest’s favourite
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newspaper to the bedroom, installing additional bed boards and a new mattress, and
providing a certain type of mint to a guest on arrival.

A significant number of hotels interviewed dismiss loyalty programmes. One hotel
referred to these programmes as “gimmicks”, other hotels felt that the programmes did
not attract genuine customers. It is the researcher’s opinion that hotels should use
loyalty programmes in conjunction with other customer retention strategies. As noted in
the literature review, loyalty programmes provide the hotel with information. By
keeping track of an individual’s stay and usage patterns through information
technology, the hotelier gains information such as frequency of stay, room rates
charged, additional services purchased and preferred method of payment.

It is evident from the interviews that some hotels operate loyalty programmes which
give customers rewards in proportion to their expenditure. However, there is a evidence
that the some hotels interviewed are moving towards the operation of a loyalty
programme offered to the so-called “booker”. These hoteliers believe that it is the
business secretary or assistant that makes the hotel decision. Hotel user survey research
reported in Chapter 5 confirms this belief

Simply giving incentives, discounts or bonus points to reward frequent customers is not
the most effective use of loyalty programmes, in this researcher’s view. Hoteliers need
to take a strategic view of the use of loyalty programmes. These programmes should be
used to obtain information about guests’ transactions, which in turn affords the hotel an
opportunity to develop one-to-one marketing relationships that cater for the unique
needs of each guest.
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It has been criticised in the hospitality sector that loyalty programmes have a habit of
spreading to other competitors; they create short-term competitive advantage for early
adopters and their overall benefit is small. The researcher proposes that enduring loyalty
based on strong favourable emotional attitudes towards the service provider (or hotel) is
more difficult to engender.

Many hotels surveyed recognise the need to offer more than standardised service if they
want to build long-term customer relationships. This is evident through the use of social
bonds and customisation / personalisation strategies. It is particularly clear that many
hotels are stressing the need for their staff to treat the guest as a unique individual.
Several of the hotels researched make a conscious effort to greet the guest by his/her
first name. One hotel enters personal information about guests, such as Mr. X has a new
baby, into a database that acts as an alarm clock to remind the hotel to develop a social
bonding with its guests on their next arrival.

However, some hotels believe that financial bonds such as loyalty programmes have a
negative influence on customer loyalty. Indeed, criticism of the financial bond has also
surfaced in the literature. O’ Malley, (1998) and Bejou and Palmer, (1998) believe that
the customer becomes loyal to the reward as opposed to the product or provider, (see
Literature review, p. 99). It is the researcher’s opinion that these hotels should develop
frequency guest programmes which in turn will provide hoteliers with vital information,
such as frequency of stay, room rates charged, additional services purchased etc., to
develop social bonds and customisation/personalisation bonds.
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4.2.4: Complaint Handling

Comments of Hotel managers:

> “We have no specific individual assigned to handling complaints. If a complaint
is made the manager that is on duty will deal with the complaint.”

> “We have been very fortunate, in that we have received very little if any
complaints in the last couple of years. However, we welcome constructive
criticism. We try to encourage it as much as possible.”

> “Complaint handling procedures are not assigned to a particular department. The
manager that is on duty will deal with the complaints as they arise. Complaints
are logged by our sales office team and corrected accordingly.”

> “We make every attempt to take care of a problem up front, to establish two-way
communications while people are staying with us. Front desk personnel at the
hotel call new guests within 15 or 20 minutes of check-in to make sure
everything in the hotel is satisfactory.”

> “We would prefer that people respond to us as people and talk to the staff or
manager about what they would like different or if they have any problem.”
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> “The hotel has no particular department that deals with customer complaints. All
customer complaints received are automatically referred to the general manager.
He studies the complaint and then decides who will deal with the complaint. The
manager of the various departments to which the complaint is directed will find
a solution and liase with the general manager on the particular solution reached.
The response is then assessed and logged into a diary. We make no attempt to
elicit unregistered complaints. We prefer customers to complain on the spot,
rather than carry the negative experience home with them.”

> “As a hotel chain we have a centralised customer complaints department located
in our head office in Dublin. At site level, the on-duty manger would handle any
customer complaints. Many customers do not like confrontation, therefore we
supply comment cards at the breakfast table or in the welcome folders in the
guestroom, which enable them to write to the central complaints department. We
log all customer complaints received at the front desk in a complaint manual. In
the event a complaint is mailed by the customer to the centralised complaints
department, they would fax us a copy of the letter of complaint and offer us
advice on the appropriate solutions. We will then respond promptly and attempt
to take corrective action and retain the guest’s custom.”

> “The hotel employs a specific individual to handle customer complaints. The
employee responsible for customer complaints is the personnel manager. If the
personnel manager is unavailable then the general manager would take
responsibility. We log these complaints in a file on our database and we take
immediate action.”
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> “As regards customer complaints, our front-line personnel note, analyse and
correct all complaints received. Front-line employees are trained to welcome
complaints and not to frown on or discourage such activities.”

> “We record complaints and encourage customers to report to management if
they have any problem with the hotel service they receive.”

> “ In relation to complaints, I would hope to be the one that would speak to the
customer complaining. Every front-line employee is given the authority to deal
with complaints, but the complaint must be brought to my attention also. Then
we will arrange a meeting where all staff members will work together as a team
in order to reach recommendations and solutions. The apology and the swiftness
of how the complaint and solution is handled will determine the success of the
complaint handling procedure. In the hotel industry it is inevitable that people
slip-up, it is human nature and it is important that complaints be monitored and
brought to the forefront.”

> “We certainly take note of complaints and take immediate corrective action. I
personally have a complaints file that deals with corporate clients. If for instance
a leisure guest had a problem, such a complaint would be directed at the leisure
manager or duty manager. Therefore each departmental manager deals with the
various complaints associated with their particular department”.
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4.2.5: Comment Cards

Comments of Hotel managers:

> “We do not supply our bedrooms with customer satisfaction surveys or comment
cards, although we are considering supplying questionnaires at reception.”

> “The hotel provides customer comment cards for each client to complete on
departure. An external company called CST carries out customer satisfaction
research for the hotel. We have recently obtained Ireland’s Best Excellence in
Service Award from CERT. Only eight hotels in Ireland currently hold this award.
In order to obtain this award we have to track customer satisfaction in the hotel. The
hotel does not monitor customer satisfaction, as there would be an element of bias
attached. Therefore, it is run independently, to ensure that the report is not biased.”

> “We provide a comment card in each room with a “tick the box” style of
questioning. We design the surveys ourselves, rather than commissioning an outside
research company to design the surveys.”

> “The guest will find comment cards located on the back of the breakfast menu and
in the welcome folder in their room. At the end of each week, we would have a box
of corrective action. Our corrective action might involve:
-Retaining staff
-Speaking to the staff members involved in a complaint incident and
-Taking corrective action to ensure the deviation does not happen again.
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The hotel designs these comment cards. They are based on past experiences and
comments. For instance, if the company discovered that last year several customers
complained about price - we would then base this year’s satisfaction
questionnaire/comment card on price and value for money.”

> “We supply comment cards in each guestroom. The hotel itself designs these
questionnaires.”

> “We do not provide comment cards for our guests. We rely on the grapevine to
receive such comments and complaints. Sooner or later, we do hear about these
complaints through staff members or present guests; it reaches us through the
grapevine. Our piano man who plays in the restaurant from Monday to Friday is the
ear and private eye for the hotel. He has his finger in so many pies that he brings
back all the criticism of the establishment. Although, we do have a policy of asking
our guests such questions as ‘How was your stay at the hotel, do you have any
comments to make that would help us improve our services?’

> “We do not provide comment cards in our guestrooms. We have found in the past
that guests do not generally complete comment cards and they are left unanswered
in the guest room. We believe that guests need encouragement. Therefore, we
provide comment cards at the front desk and we aim to receive 8-10 completed
comment cards each morning. Our comment cards require only seconds of the
guests time to complete, as they are tick the box type of questions. In addition the
comment cards, also require the guest to fill in personal details such as name,
address, purpose of visit etc. This information is sent up to head office in Dublin and
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a company called Scher analyses the comment cards and sends back a detailed
report with a recommendation.”

> “We provide a comment card in each guestroom. Accompanying each comment
card is free postage, which allows each guest to mail his or her comment in
confidence to our head office. At head office, all comments and complaints received
are logged, analysed and correeted where possible. The general manager then deals
with any negative comments.. We design our comment cards rather than
commission the service to an outside research company. We base all our customer
satisfaction research questions on previous comments and complaints.”

> “We have established a customer care committee that meets at regular intervals,
approximately once or twiee a fortnight. The customer care committee studies the
comment cards. These comment cards are broken down into sections and
summarised. The committee then analyses each complaint or comment and
establishes a plan of action on how to deal with such comments as a team. The
suggestions are then faxed to head offiee for further recommendations. The
customer care committee is eomprised of supervisors, managers, and several
employees who are in contact with guests such as waitresses, front-line personnel
etc.”

> “We do not provide comment cards in the hotel. It is up to the individual guest if she
or he would like to make a verbal or written complaint to the hotel.”
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> “We provide comment cards in each of our guestrooms for our customers to fill out
at their convenience.”

Discussion:
Hotels face many difficulties in ensuring customer satisfaction. When people are
unhappy with cars, appliances, clothing and other material goods, the cause is often a
tangible defect. When a hotel guest is displeased, though, getting to the heart of the
problem is not so simple.

Failure in the service industry is inevitable and occurs for all kinds of reasons - the
service may be unavailable when promised, it may be delivered too late or too slowly,
the outcome may be incorrect or poorly executed, or employees may be rude and
unpleasant. All of these situations bring about negative feelings and responses from
customers. Left unsolved, they can result in customers leaving and informing other
potential customers about their negative experience. In this regard, it is of interest that
some hotels interviewd believe that they have received very little if any complaints.

Research has shown that resolving customer problems effectively has a strong impact
on customer satisfaction, loyalty, and bottom line performance. As mentioned in
Chapter 2, data from the Technical Assistance Research Program (TARP) shows that
customers who experience service failures, but are ultimately satisfied based on
recovery efforts by the firm, will be more loyal than those whose problems are not
resolved (see Literature Review, p. 132).
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Customers displeased with the service can choose to take action, or unfortunately for
the hotel they can do nothing. Many customers are very passive about their
dissatisfaction, simply saying or doing nothing. This becomes apparent in the hotel user
survey research. As noted in the Literature review, as few as 5 per cent of customers
who have complaints actually formally register them ,see literature review. Walker
(1990), p. 134. As a result, hotels cannot generate a reliable model for improvement
based only on registered complaints. Complaint identification and inventorying is vital
to a customer retention focus.

It is the authors’ belief that many hotels fall short in their efforts to identify complaints.
Several hotels have specific individuals assigned to complaint handling, but this alone is
not sufficient. As noted in the Literature Review many customers do not complain, as
they may feel uncomfortable due the physical presence of the provider.

Complaints should be anticipated, encouraged and monitored. The complaining
customer should be viewed as a friend. Admittedly, one hotel said that their employees
are trained to welcome complaints and not to frown on or discourage such activities.

There are a number of ways the hotelier could use to anticipate complaints. For
example, Orlando's Peabody Hotel has trained its staff to deal with "critical moments of
service." They call these "any guest encounter that is potentially anxiety-producing and
occurs on a regular basis."

An example of a critical moment is when a new guest at the hotel looks lost.

230

Chapter 4: Interviews with Hotel Managers
Employees are trained to approach the confused guest, introduce themselves and offer
help in locating a destination. When time permits, employees escort the guest
personally. Encouraging employees to identify with guests helps drive the Peabody's
problem-solving strategy: When employees encounter a problem, they own it. They are
trained to actively listen, not passively hear; to ask 'What is the guest really saying?' not
“How can I blame X?” (Enz & Siguaw, 2000).

The interviews with hotels have shown that many hotel managers wait to be approached
with a complaint, rather than actively seeking to identify complaint situations. This
treatment of complaints misses the reality of complaints in today’s competitive
environment. As Lowenstein (1995) said: “What many companies fail to recognize is
that few customers - as few as 5 per cent who have complaints - actually ever formally
register them. This leaves an impressive 95 per cent of unexpressed complaints, mainly
due to the fear of confrontation.....’’(see Literature Review p. 123). One hotel reported it
has a policy of contacting guests within 15-20 minutes of check-in to make sure
everything in the hotel in satisfactory.

There are a number of methods hoteliers should use to encourage and track complaints.
Customer research can be designed specifically to track complaints through satisfaction
surveys. Hotels can develop systems that capture customer complaints - 24-hour free
phone service lines. Employees can be important listening posts, discovering sources of
customer dissatisfaction on the front line. They should be encouraged to report this type
of information to management. At least one hotel interviewed uses this method of
tracking complaints; the piano man in the dining area acts as the ear and private eye for
the hotel.
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Hotels should benchmark the activities of Ritz Carlton hotel group. At Ritz Carlton
Hotels, all employees carry service recovery forms called “instant action forms” with
them at all times so that they can immediately record service failures and actions to
address them. Each individual employee owns any complaint that s/he receives and is
responsible for seeing that service recovery occurs. In turn, employees report these
sources of service failure and the remedies. If common themes are observed across a
number of failure situations, changes are then made to service processes or attributes.
Some hotels interviewed delegate the responsibility of complaint handling to specific
individuals, typically a department head or the hotel manager. This approach is opposite
to best practice - whereby each employee owns any complaint that s/he receives and is
responsible for seeing that service recovery occurs.

As recorded in the literature review, a significant percentage of customers do not
formally register a complaint. Therefore, it is important that the hotel teaches customers
how to complain. Sometimes guests have no idea who to speak to, what the process is,
or what will be involved. This has become apparent in the interviews with hotel guests,
reported later in the thesis. This process should be made as simple as possible, to avoid
discouraging guests from complaining. As mentioned earlier, this is the area where
many hotels fall short. Several hotels researched wait to be approached by the guest
who has a complaint to offer, rather than actively seek to encourage complaints.

Information Technology can be used to facilitate complaint registering through free
phone call centres, 1850 numbers and e-mail can be used to facilitate, encourage and
track complaints. British Airways uses IT to encourage, facilitate and track customer
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complaints. It is the researchers belief that hotels should benehmark the activities of BA
to achieve an effective customer retention and defection management regime.

A large part of BA’s success was achieved through new ways of listening to customers
and new approaches to dealing with customer complaints. One of the first things the
company did was install video booths at Heathrow Airport so that upset customers
could immediately go to the video booth while still at the airport and complain directly.
In addition, the CEO instituted a series of systems and training changes to encourage
BA staff to be responsive to customer complaints. To quote the CEO directly, “I
ardently believe that customer complaints are precious opportunities to hold on to the
customers who otherwise might take their business elsewhere and to learn about
problems that need to be fixed. " Through market research, BA learned that 50% of the
dissatisfied customers who did not tell BA about their problems left the airline for a
competitor. However, of those who did tell them of their problems, 87 per cent
remained loyal to BA. Considering that an average business class passenger has a
lifetime value of $150,000, encouraging complaints and retaining their business is
obviously critical (Barlow and Moller, 1996).

BA responded by building a model for “making customers into champions”. Goals of
the new system were to:
(1) use customer feedback more effectively to improve quality;
(2) strive to prevent future servdee problems through teamwork;
(3) compensate customers on their terms, not the company’s; and
(4) practise customer retention, not adjudication.
(5) The bottom-line objective: to prevent customer defections.
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To accomplish this objective, BA set up a 4-step process that it used to guide
development of its technical and human delivery systems. This process was based on
their knowledge of how customers would like their complaints handled. The first step in
the process was to apologise and own the customer’s problem - not to search for
someone to blame but rather to become the customer’s advocate. The second essential
was to respond quickly - taking absolutely no longer than 72 hours, and preferably
providing an immediate solution. The third step was to assure the customer the problem
is being fixed.

Finally as much as possible, handle complaints by phone rather than by letter. BA found
that customers with problems were delighted to speak personally to a customer service
rep that could solve their problem. To facilitate the process above required major
investments in systems and people.

First, BA invested in a computer system called Caress that eliminated all paper by
scanning or manually entering all customer information relevant to a complaint into a
customer complaint database. A particular customer’s information was thus easily
accessed, and the data could be analysed for patterns as well. Customer service reps
were given the tools and authority - they were empowered - to use whatever resources
were needed to retain the customer’s business. New training on listening skills, how to
handle anger, and how to negotiate win-win situations were put in place for customer
service representatives.
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Finally, customers were encouraged to complain. Previous to the new initiatives, BA
knew that only about 10% of its customers ever communicated with the airline directly
- whether for good or bad reasons. The airline thus worked hard to get customers to
complain and provide input by establishing 12 different “listening posts” or ways of
communicating including postage-paid cards, customer forums, surveys, and a “fly with
me” program, where customer service representatives flew with customers to
experience and hear their responses first hand.

BA found that all of its efforts towards complaint management paid off For eveiy £1
spent in customer retention efforts, they found they had a £2 return (Barlow & Moller,
1996).

Unfortunately, most hotels interviewed rely solely on comment cards as their complaint
measurement system. However, four hotels do not even have comment cards, and
appear to have no form of complaint encouragement. One hotel has a customer care
committee that studies comment cards on a regular basis.

As mentioned in Chapter 2, often, it is the hotel - not the customer - that had identified
many or all of the needs in the questionnaire, with the customer having little or no
opportunity to take the service provider in appropriate new directions. Comment cards
often ask the wrong questions. Comment cards are developed by hotel executives who
tend to select questions related to a company's strengths. Hotel executives might define
guest satisfaction differently from guests, and can omit critical issues that affect the
satisfaction of hotel clientele. Too often, comment card questions have nothing to do
with real guest concerns.

It is the researchers opinion that a market research
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professional can help ensure that the questions selected are correlated with guest
loyalty. Critical incident interviews help determine key contact points and correlation
analysis (evaluating the relationship between survey questions and guest loyalty) help
determine which questions are linked to repeat and referral behaviours. Admittedly, two
hotels use market research professional, namely CST and Scher, to carry out customer
satisfaction research.

In the course of this research, the researcher attended a Marketing Institute seminar on
CRM. The main speaker Pierre Chenet heads a consulatancy firm, Deep-Insight, which
helps companies achieve excellence in relationship management.

Deep-Insight claims to have developed a powerful solution based on a proven
methodology and leading edge technology to help companies improve their customer
and employee retention. The consultants assess relationship quality and its impact on:
(a) customer value, (b) employee ability to deliver value to customers and (c) company
profitability. By examining the factors that influence the quality of customer and
employee relationships, the Deep-Insight solution enables comprehensive analysis of
external and internal drivers of customer and employee retention. The solution provides
recommendations and a CRM system to improve customer and employee retention
based on the results.

The Deep-Insight solution has four main features:
> Assessment of relationship quality through measurement of internal and external
drivers of retention
> Analysis and segmentation of customer and employee bases
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> Relationship value assessment and the impact on retention
> Situation appraisal, recommendations and benchmarking.

On the date Mr. Chenet was interviewed (13 February 2002) as part of the research
project, Deep-Insight’s client list included BUPA, AEB and others, but no hotels.

A UK consultant Scher specialises in customer relationship management in hotels.
Taylor Nelson Soffes (TNS), a leading market information company, has taken 75%
holding in Scher. Scher, specialising in the hospitality, tourism and leisure industries,
provides an innovative combination of measurement, training and consultancy, designed
to equip and motivate staff to provide high levels of customer service. Scher now trades
as TNS Hospitality and Leisure. A sample of Taylor Nelson Soffes/Scher research
solutions for the Hospitality/Hotel Industry is set out in figure 4.3.
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Figure 4.3 A Sample of Taylor Nelson Sofres/Scher Research Solutions
> Quality Audits and Mystery Customer Programmes Experts with years of senior operations experience conduct unbiased, in-depth analyses
of hospitality businesses worldwide. The audit programme has been recognised as "Best
in Class" by the Department of Trade in the UK. TNS H&L also benchmark customer
service delivery in hotels, offering the hotel industry's only service delivery and
satisfaction benchmark.

> Customer satisfaction measurement programmes They conduct satisfaction surveys in all sub-sectors of the hospitality and leisure
industry and have adapted a reporting and data-collection technique to meet the unique
needs of the industry.

> Client and customer retention programmes Measuring client commitment (loyalty) using leading-edge technology, to help clients to
better understand what factors are motivating clients and devise client and customer
retention strategies.

> Customer relationship management programmes TNS Hospitality & Leisure help companies to incorporate "soft" facts about customers
into a database by including a "commitment" code for each customer.
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It is vital that hotels generate a full inventory of customer complaints within the
measurement system. Hotels will not generate a complete listing of complaints without
taking an active approach. Simply waiting for the guest to make the first move is not
sufficient. The author recommends that hotels should practise the following:

(1) Encouraging customers to complain through the use of comment cards with
open ended questions as opposed to quick-fix type questions or tick the box
questions, free phone numbers, customer forums....
(2) Talking to former customers that did not register a formal complaint.

Several successful hotels realise the importance of listening to the customers. Whether
the feedback is a system of rating the hotels’ performance (such as that used at the
Waldorf-Astoria and the Hilton) or a collection of guest index cards (such as those
reviewed by the CARE committee at the Club Hotel by Doubletree) or making contact
with former customers, these quality-service hotels are engaged in a dialogue with their
customers to discover opportunities for improvement and prevent customer defection.

The Waldorf-Astoria, for instance, administers a “quality quiz” to guests at every
service-contact point. According to the GM of the Waldorf-Astoria, approximately
100 answer the quiz daily. A coding scheme tracks the results of the quiz and
indicates any actions needed to improve operations. Month-end summaries are
provided to hotel employees using an easy to understand red, yellow, and green
zone system. Green is “good”; yellow is “you’re making progress, but there is still
work to be done here”; red is “we’re really below the expected performance”
(Huckestein and Duboff 1999).
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Club CARE, Doubletree’s Club Hotels established CARE committees to involve
employees at all levels of the hotel operation in ensuring excellent guest service.
Every department in the Club Hotel has a representative on the committee, and
employees elect to serve on either the guest-relations or the employee-relations
CARE committee. The employee-relations committee ensures service quality by
auditing service standards, rewarding employees who generate innovative ideas, and
maintaining high levels of employee morale. The guest-relations committee
monitors guest comment cards to explore opportunities to improve guest seiwice.
The committee also selects a guest each month or quarter to be a mystery guest.
This person stays at the hotel, uses all the facilities, and then grades the hotel’s
performance. In exchange the guest receives free breakfast or a discount on room
charges. Other responsibilities of the guest relations committee are to monitor the
CARE Hotline - a system that records and responds to guests who telephone the
front desk to express dissatisfaction (Enz & Siguaw, 2000).

Le Montrose, a Hollywood, CA boutique hotel that caters for a celebrity clientele,
asks guests checking out to complete comment cards. It also sends out 50 letters a
week to recent guests asking for their comments and offering them breakfast on
their next visit. For negative responses, they follow up with a letter and a phone call
(Enz & Siguaw, 2000).

Promus Hotels also goes beyond the comment card to solicit feedback. They have
comment cards, but they very seldom get completed. Instead, the company sends a
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questionnaire to guests, which the hotel believes is much more informative (Enz &
Siguaw, 2000).

At the Peabody Orlando, the general manager and other executives review every
card, and then distribute them throughout the property. Cards are also categorized
by type of complaint, so that if any trend develops, it can be corrected. The hotel
aims to get underneath the comments. Management will call the guest and
investigate comments that really strike management as having a strong potential to
be a problem. For more immediate feedback, the Peabody has relied on what it calls
its "55" line for employees. Front-desk employees who hear negative comments
from guests checking out are asked to call the line (an answering machine) and
repeat the criticism. The Peabody believes that it is a good way to make sure they
capture the essence of the conversation while it is happening (Enz & Siguaw,
2000).

For the hotel interested in retaining customers, understanding the reasons customers’
loyalty diminishes, is an essential requirement to help determine why current customer
may defect. Therefore, it is the researchers opinion that hotels need to re-evaluate their
complaint handling systems.

Empowerment is an area where many hotels fall short. Some hotels have developed
attitudes, policies, and procedures that distrust employees’ ability to properly handle a
problem situation with a guest. Rather than train staff members to do whatever it takes
to satisfy a guest, many hotels reported that employees have been taught to approach a
manager who will decide what to do. This procedure implicitly tells employees that
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resolving complaints is not their responsibility. Instead of having every employee
committed to satisfying guests, the message being communicated is that a duty manager
or a committee can decide what should be done to help the guest. To achieve a true
commitment to satisfied customers from all employees, everyone must have the power
to meet guests’ needs and problems. Some hotel chains appear to suffer from a long
service recovery loop - where the complaint is reported to head office for a decision on
how to deal with the problem. This approach is opposite to best practice - of immediate
recovery of any service failure.
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4.2.6: Internal Marketing: Employee Training and Employee Retention

Comments of Hotel managers:

> “We do not operate any employee loyalty programmes or employee of the
month awards. We are a very small operation with a small number of staff
members”.

> “In order to keep our high standard of satisfaction and of course our reputation
for excellence in service, we need to carry out on-going extensive staff training.
In addition, we operate an ‘Employee of the Month’ scheme in which an
efficient hard working employee is nominated and rewarded for his/her efforts.
We recognise that this is an important strategy because without internal
marketing we would not be able to carry out our service efficiently and
effectively and sustain our high standard of customer satisfaction.”

> “At the hotel, we do practise internal marketing. We believe that employee
retention is as important as customer retention because without the employee we
most certainly would not have the customer. The hotel industry is a people to
people service and the employee is the first port of call for the customer.
Therefore, extensive employee training is very important for the hotel.”

> “We do not operate employee of the month programmes. What the hotel has
found in the past is that when one particular employee is awarded for his /her
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work and effort, other employees that may have worked as hard, might feel
undervalued.

> “We do not have employee of the month programmes, but we do operate
employee of the year awards. We train our employees extensively. The hotel
employs an in-house training manager and her duties involve training the staff,
organising training programmes, carrying out employee assessments and liaising
with the various heads of department and ensuring that hotel uniforms are neat
and in plentiful supply.”

> “As regards internal marketing, we practise this widely. We train all our staff
and regularly send them on customer care courses. We have introduced a
discount card for our employees that is accepted in several retail outlets and
restaurants in Cork City. We also offer our employees the option of membership
of a leisure centre. Each staff member’s name is placed on a guest list of the
most popular nightclubs in Cork City. This allows staff to enter free of charge
each night except Saturday night when staff have to pay at least 50% of the
entrance fee. We also organised a social club for all hotel staff members. The
social club is relatively new, each member of staff contributes 50p-£l per week
and in turn, the hotel organises social events, such as bar-b-ques, bowling
weekends, Christmas parties... Fortunately, we do not have a high staff turnover
rate; members of staff have been working in the hotel for 20 years or more. One
particular staff member has been working in the hotel for over 25 years. Each
year the hotel rewards loyal employees for their continued loyalty to the hotel.
The hotel also increases staff days off in relation to the number of years served
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in the hotel. We believe that our staff is our business. They are our main
business asset.”

> “We have an average staff turnover rate. The hotel supplies in house training and
on the job training. We run employee reward schemes bi-monthly. This is our
method of motivating our employees and recognising their dedication and hard
work. In addition, each winner from the Cork office will be put forward for the
national employee of the year. We have an employee of the bi-month award in
the hotel which has been very successful to date. In addition, we offer incentives
to those employees who reach or exceed our budget targets. All staff members in
every department are offered incentives. We also have a training academy in our
head office in Cork and we run several training courses there.”

> “We are fortunate in the sense that our staff turnover is low. We offer little
training, as we are a small operation and top management feels that extensive
training is not necessary.”

> “This hotel is too small to operate employee of the month rewards. Although, we
do recognise hard work and reward employees with bonuses. I have used
employee of the month rewards in other hotels that had a larger workforce and I
feel that they create a sense of pride within the employee and his/her department.
This in turn is reflected in their ability to interact with the customer successfully
and offer outstanding service.”

245

Chapter 4: Interviews with Hotel Managers
> “We train our staff members extensively. I am actually a qualified training
manager, as well as a general manager, and I train all out staff in the hotel.”

> “Within the hotel group, we operate various reward schemes. For example, we
have recently obtained a hygiene award for the best kitchen within the hotel
group.”

> “We have recently employed an in-house personnel manager. CERT are very
much gearing hotels towards an in-house full time personnel manager, as this
raises the profile of the hotel and makes the hotel more professional in the long
run. In addition, we also have a director from head office who visits the hotel
regularly and trains staff members in various aspects of Euro conversion.”

4.3: Discussion
Certainly no-one within the hotel industry denies the importance of customer and
employee retention. One hotel referred to their staff as their main business asset. It was
acknowledged that the hotel industry is a people to people service; front of house
employees are the first port of call for the customer and therefore require extensive
training. Other hotels noted the fact that without the employee they most certainly
would not have the customer.

While many techniques exist to accomplish customer retention, one of the more
neglected is staff retention. Several hotels interviewed stated that they practise
employee training, yet the researcher is in doubt that they practice it extensively. The
main reason is that many hotel managers did not elaborate on this point when probed.
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Personal interviews involve social interaction between the respondent and the
interviewer. Therefore, there is concern that the respondent has not answered questions
frankly in order to appear socially correct, Tull and Hawkins, (1987). Admittedly, one
hotel said they offer little training as they are a small hotel and top management feels
that extensive training is not required.

There is research evidence that satisfied employees make for satisfied customers (see
literature review p. 157). The underlying logic connecting employee satisfaction and
loyalty to customer satisfaction and loyalty, and ultimately profit, was suggested by
Heskett et al (1994) in the service profit chain. The service profit chain suggests that
there

are

critical

linkages

among

internal

service

quality,

employee

satisfaction/productivity, the service provided to the customer, and ultimately customer
satisfaction, retention, and profits.

As mentioned above, employee retention is closely aligned with end-customer retention.
Indeed, several hotel users cited employee familiarity as a reason why they patronise the
same hotel in the hotel user survey research (reported in Chapter 5). Therefore, hotels
need to select the right employees, educate them on the importance of their role, and
also identify and act on ways to keep them. The 2001 Hotel Survey mentions high staff
turnover as a problem for Irish hotels. Unfortunately staff chum adversely impacts
customer retention and subsequently profitability. This highlights the need for Irish
hotels to change their organisational culture to encourage employees to stay. Perhaps
there is a need to research hotel employees’ attitudes to work, to changing job etc. Lack
of training and coaching in customer service, low pay and the adventurous spirit of
young professional staff, may be the reason for employee chum. Alternatively, hotel
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employees may decide to move on to leam more hospitality skills. If this is a strong
contributing factor to hotel turnover, it suggests a latent demand for more training and
job progression on the part of hotel staff.

Methods of employee retention include money, recognition, training, empowerment,
promotion opportunities and exposure to or active involvement in other areas of the
organisation. It is evident from the research that some hotels operate employee of the
month schemes in order to motivate employees, but such methods are not enough.
While, several hotels interviewed put emphasis on finding, training and educating the
right employees, it appears to the researcher that many hotels need to do much more to
boost employee retention. The issue was also raised that employee reward schemes may
demotivate other staff members. On the other hand, one hotel said that employee
rewards create a sense of pride within the employee and his/her department, and this is
reflected in their ability to interact with the customer successfully and offer outstanding
service. Admittedly, one hotel practises internal marketing widely. They regularly send
staff members on customer care courses. They offer staff members discount cards that
can be used in shops and nightclubs throughout the city. They have a social club which
has various perks for staff members, and the hotel increases staff days off in relation to
the number of years served in the hotel. Not surprisingly, this hotel boasts a low staff
turnover rate.
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It is the researcher’s opinion that Irish hotels should benchmark customer service
activities as outlined in Appendix E.
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Introduction
As part of the study on relationship marketing in the hotel industry, the researcher
included an investigation of hotel guests' perspectives. Doing so allowed the researcher
to compare the hotel guests' outlook with that of hotel managers. The researcher wanted
to discover whether managers were, in fact, focusing on those practices that create
customer relationships by connecting with deeply felt needs in customers' minds, and
would thus be expected to contribute to customer loyalty and repeat business.

Some hotel managers may believe that improving current management practice
ultimately contributes to customer retention. Such managers look at the hotel from an
internal viewpoint and without ever considering the hotel guests' actual preferences.
However, a customer relationship, the experts report, is what builds loyalty and
retention, (Berry 1983). It is therefore essential that hotel managers be able to evaluate
specific business practices in terms of their relative contributions to creating customer
relationships and, ultimately, customer loyalty and retention.

After the review of relevant literature and qualitative research, the researcher conducted
a questionnaire (See Appendix C) with 200 hotel guests. The questionnaire was
personally administered at two locations:
1. Cork Airport
2. Great Southern Hotel, Cork.
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5.1: Contents of the Questionnaire
The purpose of the survey of hotel users was to discover the purchase behaviour and
buying decision criteria of hotel guests. It is believed that the reasons hotel customers
give for returning to patronise a particular hotel give a reliable guide as to which loyalty
programme and retention strategies are effective. The hotel user survey offers an
opportunity to test theory on relationship marketing and eustomer retention in the hotel
setting.

Question 1 is a filter question asked only to persons approached in Cork Airport.

Questions 2, 3 and 4 ask about the purpose of the visit to Cork, the number of nights
stay and the frequency of stay in a hotel during the previous 12 months.

Question 5 asked respondents to rate the importance of several factors (or evaluative
criteria) when choosing a hotel in which to stay. In question 5, the first eight factors are
considered in the marketing literature to be technical attributes of the hotel service. The
ninth factor, employee attitude, is a functional attribute.

Question 6 probed the features of hotel service which might encourage customers to be
loyal and return to the same hotel. The factors in question 6 are predominantly
functional attributes of the hotel service.

Question 7 and 8 sought information on the buyer behaviour of business users of hotels,
and what features of hotel service serve to retain their custom for future stays.
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Question 9 asked customers who are loyal to a particular hotel, what are the reasons.

Question 10 sought to discover whether guests who are satisfied with a hotel actually
return to the same hotel, and the reasons for their decision. In reply to question 10
respondents were free to focus on any previous hotel stay whether in Cork or elsewhere.

Question 11 asked about guests’ willingness to complain about an unsatisfactory hotel
experience, and whether they returned to the same hotel where they had experienced
prompt service recovery.
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Question 1: Presentation of Results
Question 1.During your stay in Cork, what type of accommodation do you intend
to use or have you used?
Hotels
Guesthouse/B&B
Holiday camp/village
Youth hostel
Caravan/Camping
Holiday home
Friends/Relatives house

□
□
□
□
□
□
□

Question 1 was used as a filter question at Cork Airport only, to ensure that respondents
stayed or intended to stay in a hotel. Those respondents who did not stay or did not
intend to stay in a hotel were thanked for their cooperation and were not asked to
complete the questionnaire.
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Question 2: Presentation of Results
Question 2. What is the main purpose of your visit to Cork?

□

Holiday/Break
Visit to friends/relatives
Business
Other (Please specify)__

□
□

Figure 5.1: What was respondent's main purpose for visiting Cork?

Percentage

Almost half the respondents questioned (42%) were travelling primarily on business,
31% were travelling for leisure and 22% were travelling with the intent of meeting
friends and relatives. 5% of respondents travelled for other reasons set out in fig. 5.1 A.

Figure 5.1 A
Some of the responses received included .

“To attend a funeral”
“To go to a wedding”
“To play and watch a football match ”
“To play a basketball match ”
“To attend an Academic course ”
“To attend a medical appointment”
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Question 3: Presentation of Results
Question 3. How many nights do you plan to stay or have you stayed in the chosen
accommodation?
Less than 3 nights
4-6 nights
7-14 nights
More than 14 nights

□
□
□
□

A large majority of respondents, 74%, said they stayed or planned to stay in their
chosen accommodation for less than 3 nights. On the other extreme only 4% of
respondents stayed or planned to stay 7 nights or more in their chosen accommodation.
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Question 4: Presentation of Results
Question 4. During the last year, how many times did you stay in a hotel?

□

Never
Once in the last year
Two or three times in the past year
Once a month
Two or three times a month
Once a week
Two or three times a week
Other (Please specify)___________

□

□
□
□
□

□

Figure 5.3: How many times did respondents stay in hotels in the past year?

n = 200

aas

7

B%

i-----

—

/
Never

Once

2 or 3 Times

Once a Month

2*3 a Month

Once a Week

2-3 a Week

Question 4 refers to the frequency with which customers stay in a hotel. Within the last
year, 35 per cent of the respondents stayed in a hotel 2 or 3 times. 17 per cent of
participants stayed in hotels once a month in the year preceding the survey. Almost one
out of ten participants (9%) stayed in a hotel once in the last year. Smaller proportions
stayed in hotels more frequently than once a month. The information in fig. 5.3 shows
that the sample had a good representation of frequent and less frequent hotel users.
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Question 5: Presentation of Results
Question 5. How would you rate the following factors in order of importance when
choosing a particular hotel?
Extremely
Important
Location
Parking
Cleanliness
Room Size
Room Decor
Room Fittings & Facilities
Hotel Facilities
Food & Beverage
Employee Attitude
Price

□
□
□
□
□
□
□
□
□
□

Ver>'
Important
□
□
□
□
□
□
□
□
□
□
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Important
□
□
□
□
□
□
□
□
□
□

Not
Important
□
□
□
□
□
□
□
□
□

n
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Fig.5.4.2 How respondents rate parking in order of importance when choosing a
particuiar hotei
n = 200

Figure S.4.3; How respondents rate cieanliness in order of importance when choosing
a particuiar hotei
n = 200
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Figure 5.4.5: How respondents rate room decor in order of importance when choosing
a particular hotel
n = 200

Extr«m«ly Importeit

V«ry Important

Important

Rate of Importance

Fig.5.4.6 How respondents rate hotel facilities in order of importance when choosing a
particular hotel

n = 200

Extramoly Important

Vary Important

Important

Rate of Importance

Figure 5.4.7: How respondents rate room fittings and facilities in order of importance
when choosing a particular hotel
^
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Figure 5.4.8: How respondents rate food and beverage in order of importance when
choosing a particular hotel
n = 200

Extr^tD^fy important

Very Important

Important

Rate of Importance

Fig.5.4.9 How do respondents rate price in order of importance when choosing a
particular hotel

Extren>ety Important

Very important

n = 200

Important

Rate of Importance

Figure 5.4.10 How respondents rate employee attitude in order of importance when
choosing a particular hotel
n = 200
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Question 5 explores the importance that hotel guests attach to a list of purchase criteria
when making the hotel choice decision. Guests were shown a list of factors

(or

purchase criteria), which could influence them to choose a particular hotel. Figures 5.4.1
to 5.4.10 present the findings. Number of respondents is 200 throughout.
Furthermore, it was possible to report results separately for the two customer types, as
nearly three quarters of those interviewed were either business travellers (42 %) or
holidaymakers (31 %).
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Figure 5.4.1A: How the Holiday/Break Traveller rates LOCATION when
choosing a particular hotel
n = 62

Extremely Important

Very Important

Important

Not Important

Order of Importance

Figure 5.4.1B: How the Business Traveller rates LOCATION when choosing a
particular hotel

Extremely Importwit

Very Important

Important

Order of Importance
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Figure 5.4.2A: How the Holiday/Break Traveller rates PARKING when
choosing a particular hotel

n = 62

Atyvo
34%

35<^

30%
25%

23%
r
—

20%
15%

r

10%

5%

Extremely Important

Very Itrportant

Inportant

Not Inportant

Order of Inportar^e

Figure 5.4.2B: How the Business Traveller rates PARKING when
choosing a particular hotel

n=84

45%
40%

39%

—

—

35%

31%
—

30%
25%
19%

20%

—

15%

10%

11%
—
—

5%

0%
Extremely Inportant

Very Inportant
Order of Inportance
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Figure 5.4.3A: How the Holiday/Break Traveller rates ROOM FITTINGS &
FACILITIES when choosing a particular hotel

n = 62

70«/o

Extremely Important

Very Important

Important

Not Important

Order of Importance

Figure 5.4.3B: How the Business Traveller rates ROOM RTTINGS &
FACILITIES when choosing a particular hotel
n = 84
50<>/o
45%
40%
35%
30%

26%

25%
20%
15%

—

—

10%
5%
0%
Extremely Important

Very Important

Important

Order of Importance
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Figure 5.4.4A: How the Holiday/Break Traveller rates FC)OD& BB/ERAGE
when choosing a particular hotel
n = 62

34%

Extramely Important

Very Important

Important

Not Important

Order of Importance

Figure 5.4.4B: How the Business Traveller rates FCX)D& BEV/ERAGEwhen
choosing a particuiar hotel

Extremely Important

Very Important
Order of Importance
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Figure 5.4.5A: How the Holiday/Break Traveller rates PRICEwhen choosing
a particular hotel
n = 62
45%
40%
35%

32^

30%
25%
20%
15%

10%
5%

I

0%
Extramcly Important

Vary Important

Important

I

Not Important

Order of Importance

Mgure 5.4.5B: How the Business Traveller rates PRICEwhen choosing a
particular hotel

n = 84

50%
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Discussion of Question 5
Question 5 sought data on factors that influence a customer’s decision to choose a
particular hotel. A customer’s experience of a hotel stay involves both tangible and
intangible elements, any one of which can elicit positive or negative perceptions and can
therefore influence the propensity of the customer to re-use the particular hotel on a
future occasion. Table 5.4.6 shows the factors rated extremely important and very
important by a stated percentage of the 200 respondents.

Table 5.4.6: Importance ratine of purchase criteria when choosine a hotel
Extremely Important

Very Important

1. Cleanliness

*69%

*26%

2. Employee Attitude

57%

32%

3. Location

41%

44%

4. Price

22%

29%

5. Hotel Facilities

22%

44%

6. Food & Beverage

21%

34%

20%

46%

8. Parking

16%

27%

9. Room Decor

8%

15%

10. Room Size

6%

18%

7. Room Fittings &
Facilities

* 69% of respondents rated cleanliness extremely important, and 26% rated cleanliness
very important in their hotel selection decision.
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Question 2 revealed that a large majority of hotel guests visiting Cork City consists of
either business travellers (42%) or holiday makers (31%). Therefore, it is necessary to
analyse the results across the two main travel segments to hotels.

Location: There is a large difference in the importance rating of location between the
holiday maker and the business traveller. Location was rated extremely important by
51% of the business travellers but by just 31% among holiday makers.
These statistics confirm the finding of the Literature Review, (p. 92-96), that a business
customer requires a hotel in or near the location of a business event or meeting, whereas
a leisure customer may have a greater choice of location when deciding on an
appropriate hotel.

In addition. Palmer and Mayer (1996), noted that the leisure customer may not show
loyalty to a hotel on repeat visits, and that many tourists have no wish to return a second
time - instead they seek variety. These secondary research findings are confirmed by
the responses to question 10.

Parking: Parking was rated extremely important by 23% and very important by 34%
of holiday makers. Whereas, parking was rated extremely important by just 11% and
very important by 19% of business travellers.

A positive explanation of the low importance that business travellers accord to parking
may be that business people tend to arrive in Cork by air or rail and then use taxis.
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Cleanliness: There were no major differences in the ratings given for cleanliness by the
business traveller and holiday maker. Not surprisingly, more than 7 out of 10 business
travellers and holiday makers rated cleanliness extremely important.

Room Size and Room Decor: Room size was rated important by 52% of holiday
makers compared to 67% of business travellers.
Less than one in four respondents rated room size and room decor extremely important
and very important.

Room Fittines & Facilities: Room fittings and facilities were rated extremely
important by 26% of business travellers and 13% of holiday makers. Several business
respondents commented that room fittings and facilities, such as DVD access, fax
equipment, Internet access and large workstations were extremely important factors
driving their decision to stay at certain hotels. This suggests that business travellers are
taking their work to the guestroom more frequently, and hotels should provide them
with access to computer and fax services.

In as survey carried out by Chicago-based Hyatt Hotels Corp. (1994), 72% of business
travellers surveyed said they felt more pressure to produce work during business trips
than they did 10 years ago. 58% said they spend more time working in hotel guestrooms
than they did 10 years ago (Hotel and Motel Management, 1994).

Yankelovich Partners, in its National Travel Monitor (1994), found that 51% of adults
who travel for business reasons want business services in their guestrooms. 30% of
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those travellers expressed the specific need for computer and fax services in the
guestroom (Hotel an Motel Management, 1994).

Employee Attitude: The employee is an intrinsic element of services marketing. The
inseparable nature of services means that human interaction forms a fundamental part of
the service experience. Both elements must be considered, the service personnel and the
customer (Woodruffe, 1995). The relationship between these two are central to
relationship marketing and customer retention. Researchers suggest that unless service
employees are happy in their jobs, customer satisfaction will be difficult to achieve
(Rosenbluth 1991).

The results confirm these research findings. 55% of holiday makers and 71% of
business travellers rate employee attitude as extremely important factors when choosing
a particular hotel establishment. Similarly, several respondents noted poor employee
attitude as a reason for not returning to a hotel establishment (see question 10).

It is evident from the findings in question 5, question 6 and question 10 that hotel
guests feel strongly about the treatment they receive from hotel employees, and guests
are happier if employees respond to guest’s individual needs. Consequently, the
research confirms that a smiling, good-humoured employee does influence the guests’
attitude towards the hotel. It is the researcher’s view that hotels should hire consultants
to carry out employee satisfaction interviews and questionnaires on a regular basis.

Several respondents noted a positive employee attitude (i.e. “the staff are very friendly”,
“they know me personally”) as a reason why they frequent the same hotel (see question
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10). This suggests that employee retention is closely aligned to customer retention. This
also supports findings from the literature that “those employees who deal directly with
customers day after day have a powerful effect on customer loyalty” (see Literature
Review p. 159).

As stated by Reichheld (1993): “The advantages of long-term employees are that they
are often able to form personal relationships with customers, understand their needs,
and possibly pre-empt dissatisfied customers leaving the company” (see Literature
Review p. 159). Reichheld’s work is supported by findings of the hotel users survey, as
several respondents made comments such as “They know my likes and dislikes, they
know me personally

Therefore, the users’ survey supports the view that employee longevity is a vital
ingredient in customer retention. Unfortunately, staff turnover is a major problem in
Ireland’s hotel industry today. The 2000 Employment Survey of the Tourism Industry in
Ireland found that 78% of hotels surveyed have employment vacancies, and over onethird (35%) of hotels report permanent staff turnover rates of between 10 - 20%.

Irish hotels need to readdress their organisational culture in order to overcome high staff
turnover and increase customer retention. Hotels need to adopt best practices that will
retain employees and educate them as to the importance of their role. This will in turn
have a multiplier effect on customer retention rates.

Price: Price was rated very important or extremely important by just one quarter of
business travellers, but 71% of holiday makers rated price to be very important or
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extremely important. These figures provide strong evidence that the holiday maker is
more price sensitive than the business traveller. It can be presumed that a business
traveller bills his/her company for the hotel stay.
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Question 6: Presentation of Results
Question 6. In choosing whether to return to the same hotel again, please rank the
considerations that are important in your decision. (Assign a rank 1 to the most
important, 2 to the second most important, and so on)

You can check in and out at any time of day it suits you
The hotel uses information from your prior stays to customise
services for you
You can request a specific room or preference
The presence of a guest loyalty programme
Employees communicate the attitude that your problems are
important to them
Employees address you personally as opposed to ^^just another guest’
Friendliness and Empathy of staff
When you return to the hotel your registration process is expedited
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□

Chapter 5: Findings from Hotel User Survey

Fig.S.5.3 Respondents third consideration in deciding whether to return to the same
hotel again

Rate of Importance

Fig.5.5.4 Respondents fourth consideration in deciding whether to return to the same
hotel again

Rate of Importance

Fig.5.5.5 Respondents fifth consideration in deciding whether to return to the same
hotel again

Ch»ck in anytini*

Info from prior

Ability to roquost

Proquont Guost

ProblomsN.B.to

Adtirossod

Friendlyr>ess &

Expedited Reg.

stay

preforonce

Prog.

omployoos

Personally

Empathy

Process

Rate of Importance

274

Chapter 5: Findings from Hotel User Survey

Fig.5.5.6 Respondents sixth consideration in deciding whether to return to the same
hotel again

Rate of Importance

Fig.S.S.7 Respondents seventh consideration in deciding whether to return to the
same hotel again
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Fig.S.5.8 Respondents final consideration in deciding whether to return to the same
hotel again
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As the hotelier seeks out markets for hotel services, segments that offer the prospect of
frequent repeat business are the most attractive. The passing motorist en route some
place else is no longer a large segment in the hotel business. S/he is simply a onenighter passing through: he/she will probably never return. It costs a great deal of
revenue and resources to get a guest to do business with a hotel for the first time. If one
builds a strong relationship with the guest, one can get him/her to come back. This is the
cheapest form of promotion there is: repeat business. Therefore, the main purpose of
question 6 was to rank in importance the factors which influenced a guest’s repeat
patronage/loyalty to a hotel.
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Discussion of Question 6
Question 6 explores service features that build loyalty and encourage a customer to
return to a particular hotel. The goal of relationship marketing is to build customers’
loyalty based on factors other than pure economics or product attributes (Cravens,
1995). Therefore, the researcher tested the loyalty creating power of 8 hotel benefits.
The researcher asked respondents to rank the importance of each benefit in their
decision to return to a particular hotel, where 1 meant most important, and 8 meant least
important.

The proportions of hotel customers who ranked the service features as either

2"^^ or

in importance when deciding to return to a particular hotel are totalled. The service
features are presented in figure 5.5.9 in descending order for their effect on loyalty.
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Figure 5.5.9 Important features in deciding customer loyalty
> Friendliness and empathy of staff

*77%

> Employees address you personally as opposed to
“just another guesf’

49%

> You can check in and out at any time of day it suits you

46%

> The hotel uses information from your prior stay to customise
services for you

32%

> You can request a specific room or particular preference

30%

> Employees communicate the attitude that your problems
are important to them

29%

> When you return to the hotel your registration process is
expedited

25%

> The presence of a guest loyalty programme

22%

* 77% of respondents ranked staff friendliness and empathy among the 3 most
important considerations in deciding whether to return to a hotel again.

The study found that hotel guests place great importance on a positive relationship
between employees and customers. 77% of respondents rated

“Friendliness and

empathy of staff’ among their top four considerations when deciding whether to return
to a particular hotel. This means that guests are more likely to return to a hotel if the
staff members are friendly and helpful.

In addition, the study provides evidence that the development of social bonds with
guests is important for repeat patronage. 49% of respondents ranked “Employees
address you personally as opposed to just another guesf’ as either
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importance when deciding whether to return to a particular hotel. This finding supports
the work of Crosby, Evans, & Cowles 1990, (see literature review pp. 107-108), who
found that behaviours such as being responsive to clients needs during their stay,
providing personal touches like cards and gifts, and sharing personal information with
clients all served to increase the likelihood that the client would stay loyal. Competitors
find it difficult to break customer loyalty which is based on social bonds.

These findings reinforce the importance of internal marketing and employee retention.
Guests are sensitive to the hotel’s treatment of its employees, because guests respond to
the way hotel employees behave toward them. If hotels want to increase customer
retention they need to recognise the importance of their greatest asset, people. The
findings reflect the view of Berry (1980) “ when internal customers perform, the
likelihood of external customers continuing to buy is increased" (see Literature Review
p.l58).

Respondents ranked features such as customising services (32% ranked it in their top 3)
and allowing guests to request a specific room or particular preference (30% ranked it in
their top 3) mid way in importance, in deciding whether to return to a particular hotel.
The findings lend some support to the work of Goldsmith (1999), who proposed that
personalisation of the service as a customer retention strategy, (see literature review
pp.23-24). The findings also mirror the work of Hart (1996) who suggested that
“customer loyalty can be encouraged through intimate knowledge of individual
customer and through the development of “one-to-one ” solutions that fit the individual
customers ’ needs”, (see Literature Review p. 107).
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Frequency-guest programmes appeal strongly only to a small percentage of guests. The
presence of a loyalty programme was ranked

2'^^ or 3"^^ by 22% of respondents. This

result shows that a minority of some guests respond to those programmes.

Question 6 focused on the portion of the loyalty equation that involves offering benefits
to guests to encourage their loyalty. Indeed the survey respondents gave high priority to
such features as friendliness and empathy of staff, addressing guests personally and
allowing flexible check-in and check-out.

Even though some of these features are easy and inexpensive to implement, not all of
these features are implemented by hotels interviewed for the present study. Some hotels
aim to be polite and courteous towards guests, but they do not appear to have a formal
policy in this area. Simply relying on the staffs goodwill to smile and be friendly is
insufficient. Hotels need consistent policies of building social bonds and customisation
of services, if they wish to gain the long-term loyalty benefit.
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Question 7: Presentation of Results
If you are a business traveller please answer questions 7 and 8.
Question 7. How did you arrange your stay in the hotel?
Did you:
Make arrangements yourself
Book through the Internet
Set out with nothing booked in advance
Ask your assistant or secretary to arrange a booking
Make booking through travel agent
Other (Please Specify)__________________________________

□
□

□
□

□

As found in the literature review, business travellers and holiday makers differ in their
reasons for choosing a particular hotel destination. In addition, there is research
evidence from the literature and the interviews conducted with hotels that it is not
always the business traveller that makes the hotel decision. Therefore the main purpose
of question 7 was to discover who comprised the decision making unit (DMU) when
making a hotel decision.
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Discussion of Question 7
In the hotel interviews finding several hotel managers mentioned that they try to
develop a relationship with the guest and with the so-called “booker”. They believe that
in the case of the business guests, it is the personal assistant or secretary that actually
makes the hotel decision (i.e. “What we tend to do is acknowledge the main decision
makers, for example the PA/assistant/secretary, in the various organisations we deal
with. Subsequently, we reward them for their continued custom”).

The finding of question 7 confirms the hotel management’s belief that frequently it is
not the business guest that makes the hotel decision. 51 % of business respondents ask
their assistant or secretary to arrange a hotel stay.
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Question 8: Presentation of Results
(Business travellers only)
Question 8. What influenced your decision about which hotel to stay in on this
visit?

□

Company Policy
Happy with your previous stay in that particular hotel
Availability of a guest loyalty programme
Travel agent recommendation
Word of mouth
Ad featured in the newspaper, television or radio
Hotel website
Other (Please specify)____________________________

Fig.5.7 What influenced respondents decision about which hotel to stay in?

Sbir

□
□
□

□
□
□

n = 84

ReLorniatdaBon

Question 8 summaries criteria that may influence business travellers to choose a
particular hotel.
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Discussion of Question 8
Question 8 explored purchase criteria that may influence a business guest’s decision
about which hotel to stay in. 43% of business respondents were happy with their
previous stay in the hotel they had chosen and cited this as a reason for choosing the
hotel again. Interestingly, 25% of business respondents said company policy had
influenced their decision to stay in a particular hotel. This has implications for the hotel
industry when measuring customer retention rate. Several respondents said they had no
choice but to return to that particular hotel. Therefore, hotel policies for customer
retention need to consider and accommodate a large buying centre (see question 10).
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Presentation of Results Question 9:
Question9, 10 and 11 were asked to all 200 respondents.
Q9. Do you frequent the same hotel each time you visit Cork City?
Yes
No

□
□

If yes, why_______________________________________________

The replies were:

Yes
No

45%
55%

Reasons why guests frequent the same hotel each time they visit Cork
Some of the responses received are quoted below:

n = 90

Convenient Location:
33% of respondents cited location as a reason for frequenting the same hotel.
“Convenient location for my business needs

”

“Centrally located close to City”
“Located close to the airport”
“Ideally located close to the court house ”

Friendliness of staff:
24% of respondents said the friendliness and empathy of staff was a reason they
returned to the same hotel.
“Employees are consistently courteous ”
“Helpful and friendly staff”
“Courteous staff and they understand my specific needs ”
“Helpful staff very committed”
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Prompt Efficient Service:
16% of respondents said prompt efficient service was a reason why they frequent the
same hotel.

Familiar staff/ they know me personally:
14% of respondents cited “staff know me personally and my individual needs” as a
reason for returning to the same hotel.
“The staff know what I want

”

“Familiar with the staff and they know me personally”
“The employee give us individual attention ”
“The employees know me by name and are always very welcoming”

Company Policy:
6% of respondents said company policy was the reason why they returned to the same
hotel
“Our company uses that hotel all the time, we receive a reduced rate as a result”

Internet access:
5% of respondents cited Internet access in bedrooms as a reason why they frequent the
same hotel.
^Fhey have internet access in the bedrooms ”
“Excellent work equipment such as Internet access available in rooms ”

Happy with previous stay:
3% of respondents said they were happy with the previous stay
“We have had no complaints on previous stays ”
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Other reasons include:
2% of respondents rated either clean rooms, family oriented hotel, good nightly
entertainment and good food as a reason for frequenting the same hotel.
3% of respondents cited value for money as a reason for returning to the same hotel. 1%
of respondents said the reason why they return to the same hotel is that they meet the
same people there every summer.
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Discussion of Question 9
Question 9 probes whether respondents frequent the same hotel each time they visit
Cork and the reasons why some keep returning to the same establishment. A significant
percentage of survey participants (45%) frequent the same hotel each time they visit
Cork.

The most frequently mentioned reason for continued patronage relates to employee
attitude (24% cited the friendliness and empathy of staff and 14% cited familiar with
staff as a reason for returning to the same hotel). The finding illustrates the critical
importance of service employees in creating customer satisfaction and retention. The
finding supports the work of Schneider and Bowen (1998), who through their research
with customers and employees in 28 bank branches found that a climate for employee
well-being is highly correlated with overall satisfaction. To increase customer retention
rate it is paramount that hotels implement strategies to maintain high staff morale and
reduce employee chum.

Several respondents also mentioned convenience of location and company policy as a
reason for frequently the same hotel.

Interestingly, a small percentage (1%) of respondents noted that they meet the same
people each year they stay in the hotel. This finding supports the work of Zeithaml,
Parasuraman & Berry (1996), who found that “people who vacation at the same place
during the same weeks every year build bonds with others who vacation there at the
same time. Loyalty to the vacation spot is partially a function of loyalty to a group of
friends they have made over the years ”.
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Question 10: Presentation of Results
Question 10. Consider a previous hotel stay, leaving aside your most recent hotel
stay. Were you satisfied with that hotel experience?
Yes
No

□
□
Fig.S.S.A Consider a previous hotel stay, leaving aside your most
recent hotel stay, were you satisfied with that hotel stay?
n = 200

14%

□ YES
BNO

86%

If you were not satisfied, why
This was an open-ended question. The responses received are listed in figure 5.9B.
If you were satisfied, did you return to that particular hotel?
Yes
No

□
□

The replies were:

Yes
No

55%
45%

If you were satisfied and did not return, why____________________________
This was an open-ended question. The responses received are listed following figure
5.9B.
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Figure 5.9B Reasons for dissatisfaction with hotel experience

n = 28

Noisy hotel bedroom situated over hotel disco
Shower and toilet were broken
There was no bath
There was a field mouse in my room
Noisy hotel and food was poor
Construction going on in the hotel
Employee at front desk was very rude and never even looked or verbally
communicated with me when booking in
Staff were rude and uncaring
Not very clean
Rude and unfriendly staff
Staff had a bad attitude
There was no internet access even though the brochure specified this.
Service was appalling and staff attitude was a disgrace
The shower was broken
Service was poor and hotel was noisy
Cigarette smell in room and unwelcoming and cold receptionist
Noise from upstairs room being refurbished
Slow breakfast service
Noisy room ...floorboards, decor, badly furnished
Staff were unpleasant and rude
No hot water for shower and poor customer service
Poor service and there was no heating in the bedroom
Poor quality service and in-personal service
Evening meal was a disgrace
The bedroom was located over the disco
Staff were fairly rude
No hot water and the bedrooms were grubby______________________
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Reasons why satisfied guests did not return to the same hotel
Some of the responses received are quoted below.

n =77

Did not get an opportunity to return to that hotel/location:
23% of satisfied guests said they “did not get an opportunity to return to that
hotel/location”.
“Did not get an opportunity to return to the hotel again ”
“We have not been on holiday since ”
“Did not get the opportunity to visit that area again ”

Want to try/experience new hotel/venues:
18% of satisfied guests said they “wanted to try new hotels”.
“I want to experience new hotels ”
“Curious about the standards of other hotels ”
“Iprefer to try different hotels and locations ”
“Irarely visit the same hotel”
“Had other hotels in mind to visit ”

We stayed in a B&B/hostel instead:
10% of satisfied guests said they “stayed in a B&B instead”.
“Next time we holidayed we stayed in a B&B ”
“Cheaper accommodation in a nearby B&B ”
“Tried a hostel the following time”
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It was more convenient to stay in another hotel:
5% of satisfied guests said it “was more convenient to stay in another hotel”.
“A business conference I was attending happened to be in a different hotel therefore
that hotel was more convenient”
“My work was located at the other side of the city. So it was more convenient to stay in
another hotel”
”I stayed at another hotel on the north side of the city as it was more convenient for
work”
“The hotel was not located near the meeting I was attending”

Business contact in that area ceased to operate:
5% of satisfied guests said their “business contact in that area ceased to operate”.
“My business contact in that area ceased to operate ”
“The company I do business with closed their offices at that particular location so we
had no reason to return ”

We got a cheaper/better deal elsewhere:
4% of satisfied guests said they “got a cheaper or better deal elsewhere”.
“Got a better deal elsewhere”
“Got a better offer in a different hotel the following occasion ”

Other reasons include:
^^Stayed at a friends house on the next occasion ”
“Racing weekend cancelled due to bad weather”
“Part of the country we rarely visit”
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“The hotel was beautiful but the location was too far from the town amenities”
“Closed due to refurbishment”
“It was closedfor the offpeak months ”
“No rooms available for requested dates ”
“We tried camping”
“It closed down, asylum seekers stay there now ”
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Discussion of Question 10
Customer satisfaction measures how well a customer’s expectations are met by a given
transaction. Customer loyalty, on the other hand, measures how likely a customer is to
return. Customer satisfaction is a requisite for loyalty, but satisfied customers may not
become loyal customers (Bowen and Shoemaker, 1998).

Question 10 is related to customer satisfaction and customer loyalty. There are two
reasons for asking this question. Firstly, it was necessary to discover why respondents
were not satisfied with a hotel experience. Secondly, it was necessary to discover did
satisfaction automatically imply customer retention. Respondents were asked to leave
aside their most recent stay. The main reason for this was to allow the respondent ample
time and opportunity to choose whether or not to return to the hotel.

14% of the respondents were dissatisfied with a previous hotel experience (see figure
5.9B). Poor quality of service and poor employee attitude were the most frequently
mentioned reasons for dissatisfaction with a hotel experience.

86% of the respondents stated they were satisfied with a previous hotel experience. Of
the 86% of respondents, only 55% returned to that particular hotel. This leaves a
shortfall of 45% of respondents who did not return to the hotel even though they were
satisfied. The finding supports the work of Reichheld (1993), who found that “While it
may seem intuitive that increasing customer satisfaction will increase retention and
therefore profits, the facts are contrary. Between 65% and 85% of customers who defect
say they were satisfied or very satisfied with their former suppliers” (see Literature
Review p.lll). The finding also supports the work of Lowenstein (1995) who said.
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“satisfaction is a somewhat unreliable indicator of customer retention ”, (see Literature
Review p.l 17).

Interestingly, a reason satisfied hotel guests frequently mentioned for not returning to
the same hotel was “the need to experience new hotels”. The finding supports the work
of Palmer and Mayer (1996) who noted that “many tourists have no wish to return a
second time-they seek variety” (see literature review p. 93).

The location of a business contact, conference or meeting was another reason cited for
not returning to a particular hotel, (i.e. “a business conference I happened to be
attending was located in a different hotel, therefore another hotel was more
convenient”). This finding supports the observation of Imrie and Fyall (2000) “a
business customer requires a hotel in or near a business event or meeting... ” (see
Literature Review p. 92)

Another reason frequently mentioned for not returning to a particular hotel was “ we got
a better deal elsewhere”. This suggests that some guests are price sensitive. Even though
they were satisfied with a particular hotel, they will try another one that makes a better
offer.

Therefore, when customers defect, some will be highly satisfied; and, if using
satisfaction scores as the definitive measure of loyalty, a hotel will not know why these
customers left or defected.
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Question 11: Presentation of Results
Please answer the following question if you have ever been dissatisfied with a hotel
experience.
Question 11. Consider a hotel stay with which you were not satisfied. Did you
complain?
Yes
No

□
□

Fig.S.lOA Percentage of customers who complained when they were
not satisfied with a particular hotel stay
n = 146

In reply to question 11, 146 people said they had been dissatisfied with a hotel
experience in the past. Question 11 was posed to these 146 respondents.
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If you did not complain, why
As part of question 11, this was an open-ended question and asked to those hotel guests
who had not complained.

Figure 5.10B: Reasons for not complaining about a negative hotel experience
n = 41
19% said they felt that a complaint ‘‘"would not have made any difference’\
15% said they ""did not want to make a fuss'\
15% of respondents said they ""could not be botherecC.
10% said, ""There was no management on duty to voice the complaint to'\
7% said they were ""too embarrassed’' to complain to the service provider.
Other reasons included;
""Too busy"
""We were only on a short stay"
""A stag party caused the problem, there was nothing the hotel could do"
""A complaint would have not been welcomed by management"
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This part of question 11 was asked to 105 respondents who complained to a hotel.
If yes, was the problem rectified promptly?

Yes
No

□
□

Fig.S.IOC Percentage of customers whose problem was
rectified promptly
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This part of question 11 was asked to 64 respondents whose complaint was rectified
promptly by the hotel.
If problem you complained about was rectified promptly, did you return to that
particular hotel again?

Yes
No

□
□

Fig.5.1 OD Percentage of customers whose problem was
rectified promptly, and who returned to the particular hotel
again
n = 64
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Discussion of Question 11
Question 11 is related to positive and negative complaint handling and loyalty.

Surprisingly, 72% of respondents complained when they were dissatisfied with a
particular hotel stay. Of the 72% of respondents who complained, 61% of the
respondent’s problems were rectified promptly.

Of the respondents whose problems were rectified promptly, 38% returned to that
particular hotel again. This finding supports the work of Bitner, Booms and Tereault
(1990), who found that “resolving customer problems effectively has a strong impact on
customer satisfaction, loyalty, and bottom-line performance”, (see Literature Review p.
131).

Several respondents who did not complain noted that they “could not be bothered” or
“they did not think it would make any difference”.

This supports the finding of

Andreasen (1988), who offered evidence that “a greater percentage of service problems
than goods problems are not voiced because potential complainers do not know what to
do, or think that it wouldn’t do any good”, (see literature review p. 139).

Other respondents who did not complain noted that they “were too embarrassed” or
“did not want to cause any commotion or upset”. This mirrors the work of Stephen and
Gwinner (1998), who said, “the customer may feel uncomfortable about complaining
due to the physical presence of the provider” (see literature review p. 136).
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Chapter 6: Conclusion
Introduction

Relationship marketing is concerned with attracting, maintaining and enhancing
customer relationships in order to increase customer retention and the long-term
profitability of the business.

To achieve success in the Hotel industry, it is evident from the Literature Review that
the central issue is one of customer retention. This research study explored the
importance of customer retention and relationship marketing, and through primary
research examined the extent to which hotels are practising relationship marketing and
customer retention. By means of primary research into consumers’ attitudes when they
are making the choice of which hotel they wish to stay in, it was hoped to discover
which loyalty strategies might prove most productive for hotels.

In general, the longer a customer remains with (i.e. purchasing from) a company, the
more profitable the relationship is for that organisation. The benefits a hotel receives
from customer retention and relationship marketing come from a variety of sources and
these are recorded in the Literature Review. It has been found that attracting a new
customer is five times as costly as retaining an existing one. Consultants who have
focused on customer relationships claim that companies can increase profits by between
25% to 85% by retaining just 5% more of their customers. Loyal customers who are
satisfied with a company’s services are likely to increase the amount of money they
spend with that company. A committed hotel guest, for example, would be more likely
to use the food and beverage facilities at the hotel with which s/he has developed a
relationship, rather than go someplace else to eat. Evidence suggests that a customer
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who notices and values the services provided by a company will pay a price premium
for those services. Evidence also shows that satisfied, loyal customers are likely to
provide a firm with strong word of mouth communication.

Both qualitative and quantitative techniques were adopted for the purpose of this study.
Semi-structured interviews were conducted with hotel managers in Cork in order to
discover their attributes and practices in regard to customer contact and service, the
systems used and extent to which they operate relationship marketing and customer
retention practices. Questionnaires were administered to 200 hotel users to discover
consumer attitudes towards customer retention strategies and relationship marketing.

Former Customer Contact Policies
The qualitative study discovered that 69% of hotel managers have a policy of contacting
past customers. Hotels communicate with guests predominantly through the use of
mailshots. Their main purpose serves as a reminder to guests to purchase the hotel
services again. This form of communication does not assist the hotelier in probing the
reasons why a guest has not returned to the hotel.

In order to enhance defection management and customer retention, service providers
must make constructive interactions with present and past customers. Some of the
useful interactions include: consistent communication with guests through telephone,
regular customer visits and customer round table discussions. Communication is
essential in order to maintain a long-term relationship between a hotel and its guests.
Two-way communication should be encouraged to elicit customer feedback and
unregistered complaints that can be used to prevent further defections and retain a
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customer’s lifetime business. Front-line employees’

and senior management’s

participation are particularly valuable to learn what the customers’ needs are and how to
respond to them.

The qualitative research investigated the practices used by hotels to turn occasional
customers into long-term customers. Practices of building up social bonds,
customisation bonds and financial bonds were found within the sample of hotels.
However, the extent to which these strategies are practised varies immensely within the
industry.

Social Bonds
Several hotel managers noted that they sought to create social bonds with policies such
as greeting the guest by first name and engaging in friendly conversation. The hotel user
research study found a positive relationship between friendly, helpful attitudes in
employees and customers willingness to return to the hotel. 77% of hotel users
interviewed ranked “Friendliness and Empathy of staff’ and 49% of respondents ranked
“Employees address you personally as opposed to just another guest “ among their first
three considerations when deciding whether to return to a particular hotel. In reply to
the question (Q9) why guests frequent the same hotel each time they visit Cork, the
largest group of answers cited “ friendliness of staff’ and familiarity with staff/”they
know me personally”.

In order to improve relationship marketing and customer retention, hotels should
encourage the building of interpersonal bonds with guests. The following activities
should be implemented:
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(1) send birthday cards, gifts, or thank you letters to loyal guests;
(2) address the guest by his/her name and
(3) share personal information with guests.

Personalisation of the service
Many hotels interviewed recognise that to remain competitive they need to provide
personalised service to regular guests. 32% of hotel user respondents ranked “the hotel
uses information from your prior stay to customise services for you” among their top
three considerations when deciding to return to a particular hotel. Some hotels have a
formal policy of personalisation while others appear to rely on the good will and good
sense of staff members in this area. Some hotels surveyed personalise their service
offering by: delivering the guest’s favourite newspaper in the morning; catering for
special dietary requirements; placing the bed in a particular position in relation to the
window; tucking bed sheets in a particular way; and providing mint humbugs for the
guest on arrival.

In order to improve customer orientation, hotels need to understand an individual
guest’s likes and dislikes. The following policies should be implemented to understand
a customer’s characteristics and preferences better: (1) educate employees about the
importance of identifying and recording guests needs; (2) compile a guest history
profile on each loyal guest; and (3) be knowledgeable about customers’ preferences and
understand that guests’ needs may change.
Clearly, building up interpersonal bonds with hotel guests requires that hotel staff
members stay working at the hotel for a duration of years, if possible. If the hotel guest
meets a different individual at reception on each visit, the scope for familiarity personal
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relationship and customisation suffer. This is equally true in the case of attendants in the
bar, restaurant, duty manager and housekeeping etc. This clearly points the need for
hotels to introduce programmes that will encourage employees to stay working at the
same hotel

Financial Bonds
Financial bonds such as loyalty programmes are dismissed by a significant number of
hotels interviewed. Some hotel managers believe that loyalty programmes attract
"''bargain hunters who tend not to be loyal customers, but move on to the next hotel
where they may find better bargains''. Other hotels believe that customers who use
loyalty cards base their hotel decision on the reward as opposed to good efficient
service. Interestingly, some hotels recognise the importance of the personal assistant
and secretary in making a hotel decision, and have developed a loyalty programme for
the so-called “booker”. It was also found in the hotel user survey that 51% of business
respondents rely on their assistant or secretary to arrange a hotel stay.
It is evident from the qualitative research study that some hotels believe that building
financial bonds such as loyalty programmes have a negative influence on customer
loyalty. However, in order to improve customer relationships, hotels should develop
frequency guest programmes which in turn will provide them with vital information to
enable the hotels to develop social bonds and customisation bonds with guests. It is
important that hotel managers understand the strategic purpose of loyalty programmes.
Indeed, loyalty programmes are used to reward loyal guests for their continued
patronage but, the challenge is to use the information gathered from the loyalty
programme to deliver superior value and to customise the service offering, so that the
hotel can build a strong relationship with the individual guest.
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Hotel Database/CRM System
In implementing relationship marketing, the customer database is an essential strategic
asset. Yet, a significant percentage of hotels interviewed (33%) do not have a
computerised database. Some hotels keep a manual diary of all past and present
customers. Other hotels utilise databases successfully. They have created a “guest
history profile” which includes necessary information and characteristics on regular
guests. The information contained within the guest history profile is subsequently used
to customise services to individual guests. Larger hotels use computer systems such as
Fidelio which provides them with an abundance of information such as frequency of
stay, revenue breakdown per customer, personal details etc. Some managers feel that
technology is no substitute for the personal touch and good personal relations with
guests. A few smaller hotels keep no record of their past customers.

It is important for hotel managers to understand the link between database marketing
and relationship marketing. A database is a collection of data that it is organised so that
its contents can be accessed, managed and updated. Databases contain aggregations of
data records or files, such as sales transactions, product inventories, and customer
profiles. Operating a database is ideal for the purpose of building up information on the
individual customer, this in turn enables the hotel to create social bonds and
customisation bonds. CRM (customer relationship management) is an information
industry term for methodologies, software, and Internet capabilities that help companies
manage customer relationships in an organised way. For example, a company might
build a database about its customers that describe relationships in sufficient detail so
that management, front-line staff, salespeople could access information, match customer
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needs with service/product offerings, remind customer of service requirements, know
what other services a customer requires/likes/dislikes, and so forth. Both small hotels
and large hotels must understand that a database is a vital tool in the development of
relationship marketing. Alternatively, larger hotels may consider upgrading and
investing in crm systems such as Fidelio (see Appendix D).

CERT has reported that high rates of staff turnover are a problem in the hotel industry.
If this is a situation beyond the control of hotels, the researcher points out that a fullyfledged database containing personal details and history profile on each guest assumes
heightened importance.

Indeed, 32% of hotel users ranked “ the hotel uses information from your prior stay to
customise services for you” among their top three reasons for deciding to return to a
particular hotel. Therefore, it is important that hotels distinguish between the tasks of
getting customers and retaining customers, and that they remedy any deficiencies in
customer retention. This process requires that hotel management value the potential of
current customers sufficiently highly to treat them in special ways to ensure that they
keep coming back. In an attempt to integrate findings from both the qualitative and
quantitative research, the author proposes the model in figure 6.1.
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Figure 6.1: Pathway for Building Hotel Guest Loyalty

Guest Loyalty
Programme

Build up Guest History
Profile On Database

Improve personalisation &
Customisation

Source: Researcher, Lisa Kenny, © 2002
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It is also important for hotel employees to have the following expertise:
(1) professional training and education in database entry; and
(2) the ability to recognise and anticipate guests’ likes and dislikes and enters them
efficiently into the system.

Compiaint Handling/ Defection Management
Regrettably, many hotels fall short in their efforts to identify complaints. Indeed, several
hotels have specific individuals assigned to resolve complaints and many provide
comment cards. The interviews with hotels have shown the typical pattern that many
hotel managers wait to be approached with a customer complaint, rather than actively
seeking to identify complaint situations. A minority of the hotels interviewed attempt to
encourage unregistered complaints. The Literature Review indicated that many
companies fail to recognise that few customers - as few as 5 per cent who have
complaints - actually ever formally register them. Surprisingly, a high 72% of hotel
users surveyed for the thesis, reported that they complained when they were dissatisfied
with a hotel experience. Perhaps these respondents did not complain “in situ” but later
to |Tourism organisations, TIOs around the country, IHF, Bord Failte, ombudsman, etc.,
well after the event.lt is important for hotels to generate a full inventory of customer
complaints within its service quality measurement system.

In order to improve defection management, hotels should (1) proactively seek to elicit
unregistered complaints from former customers; and (2) encourage current customers to
complain. Hotels should talk to former customers who did not register a formal
complaint. It is important that hotels understand the true value of feedback from former
customers. The aim should be to use such feedback as an early warning signal - to learn
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from defectors why they left the company, and to use this information to improve the
business. In addition, hotels should encourage current customers to complain. Several
hotel users said (in reply to Q.ll) they were "'too embarrassed’'' to complain or they
""did not want to make a fuss

This supports the findings of the secondary research that

“ the customer may feel uncomfortable about complaining due to the physical presence
of the provider’. This suggests that hotels need to invest in activities that encourage
customers to complain, such as:
(1) comment cards with open ended questions or tick the box questions;
(2) free phone numbers or subsidised priority complaint lines;
(3) customer forums;
(4) mystery guests and
(5) staff members should be selected to walk around the service area checking that
customers can voice their dissatisfaction in a sympathetic environment where the
situation may be considered and rectified.

Staff Empowerment
The findings of this study also indicate that rather than train staff members to do
whatever it takes to satisfy a guest, employees have been taught to approach a manager
who will decide what to do. Therefore, when a guest notes a complaint the response is
to pass the problem to a supervisor or senior staff member. The guest may feel that they
are being pushed around, with no actual outcome being offered. To ensure that a
successful service recovery operation is in place, and one that can spin into action
whenever a complaint is registered, hotels need to consider staff empowerment. It is
important for hotels to empower individual employees to own any complaints received.
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and be responsible for service recovery. Several exemplar hotels cited in the thesis
empower their staff in this way.

In all service contexts, service failure is inevitable even for the best of firms, mainly due
to the fact that most services ultimately rely on people to people interaction. Failures
occur for all kinds of reasons - the service may be delivered inefficiently, the staff may
be tired and uncaring etc. This is apparent in the hotel user research findings. Given the
variation in the personalities of guests, a service that one person finds to their liking,
may be judged inferior by someone else. The service industry is “dealing with
something that is primarily provided by people-to people. People are as much the
product, in the consumer’s mind, as any other attribute of the service. People’s
performance day in and day out tends to fluctuate. Therefore, the level of consistency
that one can count on and try to communicate to the customer is not a certain thing”
(Catlin, 1979). It is the researcher’s belief that if hotels are serious about service
recovery they should adopt a matrix of defection strategies outlined in figure 6.2.
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Figure 6.2

No service failure

No service failure

Customer does not negatively

Customer complains

Comment
Company Action: Continuous

Company Action: Educate the

Improvement

Customer

Service Failure

Service Failure

Customer does not negatively

Customer complains

Comment
Company Action: Encourage

Company Action: Prompt Service

Complaints plus remedial action

Recovery

Adapted from: (Eccles and Durand, 1998)
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It is evident from both the literature review and hotel interview findings that the hotel
relies on their people in order to operate customer retention strategies. To build a
dedicated service culture the hotel needs:
> Top management’s enthusiastic support
> A mission statement that gives central importance to the customers’ needs and
the employees needs
> Staff training
> Staff empowerment
> Staff rewards and incentives and
> A database or CRM system that enables the strategic use of information.

6.2: Recommendations for Further Research

Customer retention and relationship marketing provide a fertile ground for a number of
related research projects. This thesis has thrown up a number of issues that require
further research.

1. Employee Retention:
Retaining employees working for the same hotel is essential for building customer
bonds and personalising the service given to guests. As CERT reports high rates of
staff turnover in hotels, and indeed offers grant assisted training programmes on
staff retention, a study on the extent of staff turnover, its causes and possible
remedies would be of immense value to hotel owners. Possible contributing factors
to the staff turnover problem were advanced in Chapter 4.

313

Chapter 6: Conclusion

2. Business Buyer Behaviour in the Hotel Choice Decision:
The hotel user survey showed that one quarter of business guests are guided by the
policy of their company when choosing a hotel to stay in. Also 51% rely on a PA or
secretary to make the hotel booking. This is a classical example of the operation of
what is known as the “buying centre”. Research into the evaluative criteria and
decision processes of businesses which decide where their staff should stay when
travelling on business, would pay dividends. Research into the evaluative criteria
and decision process of secretaries or PAs who act as bookers could usefully be
combined with such a study.

3. Survey to Benchmark Service Quality
One hotel interviewed for the thesis stated that it participates in the UK based Scher
service quality survey as operated by the British Hospitality Association (BHA).
While it is acknowledged that both the Irish Hotels Federation (IHF) and CERT
issue reports and publications on best practice in service quality in Irish Hotels
would add greatly to hotels’ efforts to build loyalty and retain customers. The
BHA/Scher Benchmark is a syndicated research service done at regular intervals to
rate each participating hotel in its attainment in satisfying customers. Subscribers
can compare their performance against that achieved by major competitors, as well
as national averages. It is recommended that EHF and/or CERT set up a similar
satisfaction rating system for Irish Hotels.
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A Profile of the Irish Hotel Industry

The following profile is based on data from the 2000 Employment Survey of the Tourism
Industry in Ireland, the Ireland and Northern Ireland Hotel Industry Survey 2001 and the
Irish Hotels Federation, the Central Statistics Office and Bord Failte.

Sectionl: Tourism and Accommodation Statistics - Republic of Ireland

Tourism has long been one of Ireland's most important industries and in recent years it
has prospered.

•

Over the past decade Irish earnings from tourism have grown at over 10% a year ,the
fastest growth recorded by any of the 15 prime European tourist destinations.

•

Between 1990 and 1996 the number of tourists visiting Ireland from overseas
increased by 52% to 4.7 million, while overseas tourist revenues increased by 61%,
after making allowance for inflation, to £1,450 million.

•

When domestic tourism and Irish carrier receipts are added, the industry generates
almost £2.5 billion worth of business, equal to 6.2% of Ireland's national output.
Three quarters of this comes from foreign tourists.

Source: Irish Hotel Federation 2000

337

Appendix A: A Profile of the Irish Hotel Industry

Tourism Facts and Figures (latest estimates for 2000)

•

Overseas visitors increased by 5% to over 6.2 million people.

•

British visitors increased to 3.44 million during 2000, an increase of 1%.

•

North America visits increased by 10% to over one million visitors.

•

Irish tourism generated foreign exchange earnings amounting to £3 billion.

•

Tourism provides 150,000 jobs for the Irish economy.

•

The main generators of growth from mainland Europe were the BeNeLux and Italian
markets. As a whole Mainland Europe visitors were up by 6% to almost 1.4 million.

•

The number of German and French visitors was slightly ahead of 1999 levels.

Table 1.1: Tourism and Travel Balance (£ Million)
1999
£
2,502
1,937
565

Foreign Earnings
Expenditure (by Irish visitors abroad)
Surplus Tourism and Travel
Source:CSO 2000
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2000
£
2,901
2,229
672
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Table 1.2; Number of Visits to Ireland (in thousands)

Total Number of Overseas Visits

1999

2000

6,068

6,417

2,836
1,677
1,065
489

3,046
1,613
1,198
561

3,558
1,333
943
233

3,638
1,468
1,050
260

994
3,306
1,439
328

1,087
3,405
1,592
331

Route of Travel
Air Cross-Channel
Sea Cross-Channel
Continental Europe
Transatlantic
Place of Residence
Great Britain
Other Europe
USA and Canada
Other Areas
Reason for Journey
Business
Tourist
Visit to Relatives
Other

Source:CSO 2000
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Section 2: Profile of the Hotel Industry

2.1: Hotel Premises and Room capacity

The number of hotel premises and hotel rooms has increased significantly in Ireland since
1994, as shown in Table 2.1.

Table 2.1: Number of hotel premises and rooms, 1994 - 2000
Year

1994

1995

1996

1997

1998

1999

2000

Premises

676

711

717

730

771

793

854

Rooms

24,202

26,027

26,350

27,200

30,881

32,655

39,109

Source: Bord Failte and Gulliver InfoRes Services Ltd.

As of October 2000, there were some 854 registered hotel premises in Ireland, with a
total capacity of almost 39,109 rooms.
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2.2 Distribution of Hotels By Region
The distribution of hotel premises by region is illustrated in the following chart 2.1.
Chart 2.1: Distribution of Hotels by region

Midlands

Mid East
8%

West

Dublin

16%

17%

Source: Gulliver InfoRes Services Ltd.

2.3 Distribution of Hotels by Grade
The distribution of hotel accommodation by grade is shown in table 2.2
Table 2.2; Republic of Ireland Hotels by Classification
1999

2000

Luxury (5*)

18

18

First Class (4*)

59

64

Mid Price (3*)

290

302

Economy (2* & 1*)

268

192

Other

210

373

Total

845

849

Source: Bord Failte 2000
35% of Irish hotels were 3-star graded properties in 2000.
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2.4: Distribution of Hotels by Size

The distribution of hotel accommodation by size of premises is shown in Table 2.3.

Table 2.3: Distribution of Hotel Properties by Size, 2000
Room Numbers

Hotels

Percentage (%)

10-20

342

40

21-30

127

15

31-40

76

9

41-50

56

7

51-70

90

10

71-100

88

10

101-150

44

5

151-300

35

4

+300

2
860

-

100%

Source: Gulliver InfoRes Serxices Ltd.

Nearly three-quarters (71%) of hotel properties have 50 rooms or less.
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2.5: Annual Occupancy Rates
The anticipated average room occupancy rate for 2000 by respondent hotels was 74%,
with Dublin having the highest rate (85%). The regional breakdown is shown in Table
2.4.

Table 2.4: Hotel Occupancy Rates by Region, 1997, 1998 and Anticipated
Occupancy 2000
Region

1998

1997

Anticipated
2000

Dublin

67%

77%

85%

South East

53%

68%

65%

South West

63%

71%

72%

Mid West

53%

74%

75%

West

56%

62%

71%

Border

58%

63%

69%

Midlands

52%

67%

72%

Midlands East

49%

62%

73%

Ayerage

56%

68%

74%

Source: 2000 Employment Survey
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2.6 Ancillary Services

According to the 2000 Emplo>'ment Survey of the Tourism Industry in Ireland
approximately two-thirds of hotels provide additional services or facilities.
The range of services and/or facilities offered by hotels is shown in chart 2.2

Chart 2.2: Types of Ancillary Services Offered

......
Leisure Centre

10%

20%

30%

Source: 2000 Employment Survey
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40%

50%

60%
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2.7: Internet Facilities
71% of hotels surveyed in the 2000 Emp]o>Tnent Survey of the Tourism Industry^ in
Ireland have an e-mail address and 70% have a website.
Source: 2000 Employment Surrey

2.8: Business Base
Nearly half (48%) of hotels consider their business base to be a mix of corporate, tourist
and local.

Chart 2.3: Distribution of Hotels by Business Base

M ix of Tourist & Local

15%
Primarily Corporate

8%
Mix of Corporate

Primarily Local

Tourist & Local

1%

48%

Primarily Tourist

11%
Mix of Corporate &
Local

Mix of Corporate &
Tourist

14%

3%

Source: 2000 Employment Surrey
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2.9: Employment
The estimated total number of people employed in the hotel sector for 2000 is 57,397.

Table 2.5: Growth in Employment, 1996-2000
1996

1998

1999

2000

%+/-(99-00)

30,639

34,633

43,820

51,083

+17%

Seasonal

5,801

8,309

6,641

5,166

-22%

Occasional

2,475

3,460

3,445

1,149

-66%

38,915

46,402

53,906

57,397

6%

Permanent

Total

Source: Irish Hotel Federation
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2.10: Source of Hotel Business
Table 2.6: Source of Hotel Business
1999

2000

%

%

Republic of Ireland

50

47

Northern Ireland

5

5

Great Britain

18

18

Other Europe

9

11

USA and Canada

15

15

Other Areas

3

4

100

100

Total
Source: 2001 Hotel Survey
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Dahlman Properties action plan

(1) Develop the mission statement (three component parts)
(a) To provide outstanding guest service,
(b) To provide the finest service amenities, and
(c) To create superior individual employees.

(2) Develop a creed and the hotel basics (short version of the mission statement).

(3) Create a friendly work environment
(a) Consider the employees to be "internal" guests.
(b) Examine the current work environment and discuss ways it could be
improved.
(c) Make employees feel like "part of the family."
(d) Take employee concerns seriously.
(e) Maintain an open-door management policy.
(f) Obtain support for this program from department heads.
(g) Post thank-you cards on the bulletin board when someone helps out in
another department.
(h) Establish a "flash fund" to provide an immediate financial reward for
an employee who does something exceptional.
(i) Establish a "Good Idea Board," the purpose of which is to track an idea
so that employees do not feel that it has simply been disregarded.
Tracking categories are:
(1) suggestion or recommendation.
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(2) under study,
(3) implemented, and
(4) not implemented. (Before an idea comes off the board, there
is an agreement between the author and the manager.)

Bonuses of $25 are offered for the following idea categories:
(1) Improvement in guest services,
(2) Improvement in employee morale,
(3) Monetary savings, and
(4) Improvement in safety.

(j) Establish an empowerment program.
(k) Establish lateral service, so anyone can be asked to help another department at any
time. Everyone should know at least one task in another department.
(l) Create teamwork.
(m) Develop staff exit interviews.

(4) Improve the selection process
(a) Incorporate a job-preview session where the applicant is observed working
in a department for half a day prior to a final job offer.
(b) Hire only individuals who smile. It is impossible to train employees to
smile.
(c) Verify that the interviewee understands the job description.
(d) Schedule exit interviews with terminated employees to understand what
went wrong.
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(5) Improve the company's training process
(a) Establish an orientation of each department during the initial week of
employment, so the individual will know a little about each department
and the concept of "lateral service”.
(b) Use quizzes and tests throughout the training period.
(c) Adhere to the training manual.
(d) Establish a half-day period during initial training for the new employee to
study the company's philosophies (e.g. the mission statement)
(e) Create a 21-day training process that includes various meetings with
department heads and, on the twenty-first day, a meeting with the general
manager to ensure everything is moving in the proper direction.
(f) Use videos and handouts.
(g) Create an ongoing education program.

(6) Create a team concept
- Emphasize that employees have been "selected" versus merely "hired."

(7) Improve guest services to the "external" guest
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HOTEL USER QUESTIONNAIRE
THE PURPOSE OF THIS QUESTIONNAIRE IS TO UNCOVER HOTEL CONSUMERS
REASONS FOR CHOOSING AND RETURNING TO A PARTICULAR HOTEL

Ql. DURING YOUR STAY IN CORK, WHAT TYPE OF ACCOMMODATION DO YOU INTEND
TO USE OR HAVE YOU USED? (Please tick the box)
HOTELS
GUESTHOUSE/B&B
HOLIDAY CAMP/VILLAGE
YOUTH HOSTEL
CARAVAN/CAMPING
HOLIDAY HOME
FRIENDS/RELATIVES HOUSE

□
□
□
□
□
□

Q2. WHAT IS THE MAIN PURPOSE OF YOUR VISIT TO CORK?
HOLIDAY/ BREAK
□
VISIT TO FRIENDS/RELATIVES
□
BUSINESS
□
OTHER (PLEASE SPECIFY)_____________

Q3. HOW MANY NIGHTS DO YOU PLAN TO STAY OR HAVE YOU STAYED IN THE
CHOSEN ACCOMMODATION?
LESS THAN 3 NIGHTS
4-6 NIGHTS
7-14 NIGHTS
MORE THAN 14 NIGHTS

□
□
□
□

Q4. DURING THE LAST YEAR, HOW MANY TIMES DID YOU STAY IN A HOTEL?
NEVER
□
ONCE IN THE PAST YEAR
□
TWO OR THREE TIMES IN THE PAST YEAR
□
ONCE A MONTH
□
TWO OR THREE TIMES A MONTH
□
ONCE A WEEK
□
TWO OR THREE TIMES A WEEK
□
OTHER (PLEASE SPECIFY)_____________________
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Q5. HOW WOULD YOU RATE THE FOLLOWING FACTORS IN ORDER OF IMPORTANCE
WHEN CHOOSING A PARTICULAR HOTEL?
Extremely
Important
LOCAIION
PARKING
CLEANLINESS
ROOM SIZE
ROOM DECOR
ROOM FITTINGS & FACILITIES
HOTEL FACILITIES
(e.g.LEISURE CENTRE)
FOOD & BEVERAGE
EMPLOYEE ATTITUDE
PRICE

Very
Important

Important

Not

Important

□
□
□
□
□
□
□

□
□
□
□
□
□
□

□
□
□
□
□
□
□

□
□
□
□
□
□
□

□
□
□

□
□
□

□
□
□

□
□
□

Q6. IN CHOOSING WHETHER TO RETURN TO THE SAME HOTEL AGAIN, PLEASE RANK
THE CONSIDERATIONS THAT ARE IMPORTANT IN YOUR DECISION. (ASSIGN A RANK 1
TO THE MOST IMPORTANT, 2 TO THE SECOND MOST IMPORTANT, AND SO ON)

YOU CAN CHECK IN AND OUT AT ANY TIME OF DAY IT SUITS YOU
□
THE HOTEL USES INFORMATION FROM YOUR PRIOR STAYS TO CUSTOMISE
SERVICES FOR YOU
□
YOU CAN REQUEST A SPECIFIC ROOM OR PREFERENCE
□
THE PRESENCE OF A LOYALTY GUEST PROGRAMME
□
EMPLOYEES COMMUNICATE THE ATTITUDE THAT YOUR PROBLEMS ARE
IMPORTANT TO THEM
□
EMPLOYEES ADDRESS YOU PERSONALLY AS OPPOSED TO
“JUST ANOTHER GUEST”
□
FRIENDLINESS AND EMPATHY OF STAFF
□
WHEN YOU RETURN TO THE HOTEL YOUR REGISTRATION PROCESS IS EXPEDITED □

IF YOU ARE A BUSINESS TRAVELLER PLEASE ANSWER THE FOLLOWING
QUESTIONS 7 AND 8.

Q7. HOW DID YOU ARRANGE YOUR STAY IN THE HOTEL.
DID YOU: (PLEASE TICK THE RELEVANT BOX(ES))
MAKE ARRANGEMENTS YOURSELF
□
BOOK THROUGH THE INTERNET
□
SET OUT WITH NOTHING BOOKED IN ADVANCE
□
ASK YOUR ASSISTANT OR SECRETARY TO ARRANGE A BOOKING
□
MAKE BOOKING THROUGH A TRAVEL AGENT
□
OTHER (PLEASE SPECIFY)__________________________________________
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Q8. WHAT INFLUENCED YOUR DECISION ABOUT WHICH HOTEL TO STAY IN ON THIS
VISIT? (PLEASE TICK THE RELEVANT BOX(ES))
COMPANY POLICY
HAPPY WITH YOUR PREVIOUS STAY IN THAT PARTICULAR HOTEL
AVAILABILITY OF FREQUENCY GUEST PROGRAMME
TRAVEL AGENT RECOMMENDATION
WORD OF MOUTH
AD FEATURED IN THE NEWSPAPER, TELEVISION, RADIO
HOTEL WEB SITE
OTHER (PLEASE SPECIFY)_______________________________________

□
□
□
□
□
□
□

Q9. DO YOU FREQUENT THE SAME HOTEL EACH TIME YOU VISIT CORK CITY?
YES
NO

□
□

IF YES, WHY

QIO. CONSIDER A PREVIOUS HOTEL STAY, LEAVING ASIDE YOUR MOST RECENT
HOTEL STAY. WERE YOU SATISFIED WITH THAT HOTEL EXPERIENCE?
YES
NO

□
□

IF YOU WERE NOT SATISFIED, WHY
IF YOU WERE SATISFIED, DID YOU RETURN TO THAT PARTICULAR HOTEL?
YES
NO

□
□

IF YOU DID NOT RETURN, WHY

PLEASE ANSWER QUESTION 11 IF YOU HAVE EVER BEEN DISSATISFIED WITH A
HOTEL STAY.
Q11. CONSIDER A HOTEL STAY WITH WHICH YOU WERE NOT SATISFIED. DID YOU
COMPLAIN?
YES
NO

□
□

IF YOU DID NOT COMPLAIN, WHY

IF YES, WAS THE PROBLEM RECTIFIED PROMPTLY?
YES
NO

□
□

IF THE PROBLEM YOU COMPLAINED ABOUT WAS RECTIFIED PROMPTLY, DID YOU
RETURN TO THAT PARTICULAR HOTEL AGAIN?
YES
NO

□
□

THANK YOU FOR YOUR COOPERATION
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Fidelio
Fidelio is an efficient and professional CRIVI system. It is estimated that Fidelio is the
first choice of hotels in more than 120 countries, with proven ability to sign in more
guests than any other. The FidelioXpress Front Desk management System (FDM) is a
full-featured property management system designed specifically for mid-size independent
and chain hotels. The FidelioXpress FDM utilizes Windows NT, Windows 98 and
Windows 95 and operates on any Windows compatible desktop PC. The FidelioXpress
FDM System automates property management operations such as room reservations,
room assignments, guest check-in and check-out, and other front desk activities. It can
improve the accuracy of charge posting and balancing guest accounts. It can confirm
reservations over the Internet and provide information key to making critical operational
decisions. There are a number of package options available. The foundation software
provides access to eight standard modules and some of the modules are listed below:

The Reservations module includes some of the following features:
> The quick location of an existing guest reservation, with the ability to search by
Guest Name, Company, Group ID, lATA Number, Confirmation Number and
Starting and Ending Dates.
> The ability to attach profile information for an individual, company, group or
travel agent to each reservation.
> The confirmation of a reservation via e-mail, fax or internet.
> The ability to enter "remarks" which are visible upon reservation retrieval.
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> The ability to attach guest messages to each reservation to be delivered to the
guest upon arrival.

The Front Desk module includes some of the following features:
> MICROS "Smart Check-in" allows the fastest possible retrieval of arriving guests
- simply swiping the guests credit card pulls up the reservation.
> ^rhe simple location of guest information for viewing, modification, or check-in
procedures.
> The ability to edit the record of a checked-in guest with the in-house option, or
search, view, and modify the guest profile.
> The ability to list all guests for the current day, regardless of status, and get quick
access to guest messaging functions.
> The ability to track all guest activity for the length of their stay.
> The ability to easily perform room moves.

The Rooms module includes some of the following functions:
> The ability to schedule linen change in long-term stayovers.
> Providing real-time room status information for both housekeeping and front
desk for all modules.

The Cashier module includes some of the following functions:
> The ability to quickly perform a check-out.
> The ability to exchange foreign currency.
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Other modules include night audit, set up, reports and back office.
Professional computer systems such as Fidelio are more suitable for larger hotel chains as
they require substantial investment in systems and training. The operation of a database
using microsoft excel is more appropriate and affordable for the small hotel operator.
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Appendix E: Benchmarking
Consumer Service Models that Irish Hotels might Benchmark

For Four Seasons and Regent Hotels and Resorts, a key belief is a deeply instilled
ethic of personal service. The hotel pursues high standards relentlessly, building
on a foundation of offering ongoing experiences of exceptional quality. To
achieve its service commitments, the hotel maintains a high ratio of employees to
guests. New employees are given intensive orientation in the basics of the Four
Seasons philosophy and culture. Each new employee is interviewed by top
managers and then participates in a seven -part orientation programme over 12
weeks. The training process culminates with an overnight stay in the hotel, which
allows new staff to experience all aspects of service just as the guest would. Other
actions that support the high service standards include careful employee selection,
ongoing training, executive site visits, inspections, meetings, and promotion from
within (Catrett and Lynn 1999).

The general manager of the Cincinnati Marriott Northeast implemented a 12-point
service programme (Fig. 4.3) designed to encourage staff members to treat each
guest as though s/he was “part of the family and on a visit to your home”. This
philosophy of treating the customer as part of the family, originally advocated by
J.W. Marriott, Jr., was the foundation for reengineering this hotel’s guest service
focus. The 12-point programme was developed by Winegardner and Hammous
during pre-opening activities, but began to drift after the first five months of
operation. To revive the principles and philosophy, the GM required employees to
carry pledge cards, and each daily meeting begins with the review of the
importance of satisfying the guest. Every Friday afternoon all employees and any
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guests who so desire gather on the lobby terrace for a pep rally during which guest
letters and cards are read. The employees yell the hotel’s special cheer during the
rally, helping heighten the loyalty of the staff and create a spirit of family among
all who attend. Finally, to help sustain commitment to the 12 points, the GM has
instituted a number of staff recognition programmes for exceptional guest service,
including rewards for back-of-the-house personnel (Enz and Siguaw 2000).
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Figure 4.4; Cincinnati Marriott Northeast 12-point service program

1. Address each guest by name, if possible.
2. Establish eye contact with a guest who is within 20 feet.
3. Smile at a guest who is within 10 feet.
4. Answer a guest with “it is my pleasure” rather than “ you’re welcome”.
5. Escort guests to their destination each time, rather than pointing the way.
6. When a guest asks something of the employees, the employee should realise that
he or she owns the request, rather than giving the request to some other employee.
7. Concentrate on what an employee will be “happy to do”, rather than what the
employee “can do”.
8. Always answer the phone on four rings or sooner.
9. Notify the department head of any incident.
10. Always wear the proper uniform and name tag, maintain a shoeshine, and carry
the 12-point pledge card.
11. Arrive when scheduled and on time.
12. Always show respect for other employees and work closely with them.
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Ritz-Carlton is a classic example of a principles based orientation to service. Their
credo, “Ladies and Gentlemen serving Ladies and Gentlemen”, was espoused by
president Horst Schulze when the Ritz-Carlton Chain started in 1983. Two keys to
delivering on this philosophy are selecting (not merely hiring) the right people and
constant reaffirmation of the Ritz-Carlton principles. The company hires only
employees who share its values, as detemiined in a structured interview that is
empirically scored. A series of receptions is also held for prospective employees
to provide managers with an opportunity to observe the prospective employees in
social situations and in face-to-face communications (Kent, 1990).

It is evident from the above best practices that successful hotels invest heavily in
hiring and training and make sure that the training fits their business goals and
strategies of customer retention and employee retention.

Training programmes aimed at coaching employees on the skills of handling guest
complaints and providing value-added service are essential to the development of
both an effective staff base and customer base. Unfortunately, this is an area where
many hotels fall short. The 2000 Employment Survey of the Tourism Industry in
Ireland found that only 43% of hotels had a specific budget allocated for training.
More hotels need to implement an employee training programme that recognises
employees for a variety of achievements, including extra-ordinary service to guests,
which is a vital ingredient in customer retention and relationship marketing.
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Many hotels have discovered that to be truly responsive to customer needs, front-line
providers need to be empowered to accommodate customer requests and to recover on
the spot when things go wrong.

Delivering superior service is at the heart of many successful hotels. Most of these
hotels rely directly on their employees for that superior service.
Ritz-Carlton Hotels, for example, empowers all employees to spend up to $2,000
to solve a guest problem, if need be.

At the Inn at Essex in New England, similarly, the approach is clear and simple:
always say yes to the customer. The hotel has no detailed policy manual and no
list of dos and don’ts. Instead, the GM distributes a one-page policy manual that
has 4 points:(l) The hotel has had a 4-star rating since 1989; (2) We are
proactively friendly; (3) Always find a way to say yes; and (4) when faced with a
situation, if you make a decision for the benefit of the guest, 90% of the time you
will be right, and management will back you 100% of the time. To help reinforce
this approach to service and to support employees, the Inn also provides
appropriate uniforms for staff, promotes from within, provides no job
descriptions, rewards employees, and enables employees to gain insight into other
New England hotels through an exchange programme of free employee stays (Enz
& Siguaw, 2000).

Guest recognition is combined with employee empowerment at the Windsor Court
Hotel, which uses personal interaction built with strong guest feedback as the
basis of service quality. All repeat guests are greeted at arrival and departure by
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either the managing director or one of two guest-relations managers, and are given
small gifts that vary according to how frequently the guests have stayed in the
hotel. To ensure continuous service-quality improvements, the hotel requests a
recommendation for improvement from each guest at checkout. In addition, the
front-office staff records any guest complaints on an incident form for immediate
management follow-up via letter or telephone. Employees also have the authority
to act on the spot to resolve a guest complaint and any complaints are recorded for
monthly evaluation. Finally, employees who exemplify the service standards of
the hotel are recognised in a reward programme, in which employees receive gift
shop merchandise. Other awards are given to employees monthly and annually
(Enz & Siguaw, 2000).

The general manager of Ashley House Hotels - Keswich Hall developed a threephase programme to ensure that high quality service complements a high quality
product. The first phase of the programme, called “Captain Quality,” is considered
most important of the three stages. Each of the hotel’s 55 employees takes a turn
as Captain Quality, an assignment made by lot, that begins with a night as a guest
of the hotel (including dinner for 2). The employee then spends a week observing
every department and submits a list of six points of needed improvement in the
hotel. The points are posted and directed to the attention of the responsible
department heads. The process then resumes the next week with a new Captain
Quality (Enz & Siguaw, 2000).

The second phase of the Ashley House programme is a semi-annual, day-long
training programme conducted by the general manager. Thus training emphasises
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communication skills and the employees responsibility to take initiative to solve
problems. The final phase alerts employees to the nuances that make up the
atmosphere of the hotel, such as the noises, smells, lighting, and ambience
necessary to produce a pleasant guest experience. New employee orientation and
additional presentations several times a year are reserved for discussions and
sharing of ideas on atmospheres (Enz & Siguaw, 2000).

Hotels must be willing to empower all employees. The best practice hotels identified
above repeatedly expressed the importance of granting employees the responsibility
and authority to handle guest problems. Clearly, some hotels have difficulty
empowering staff because of high staff turnover levels. It is the researchers opinion
that those hotels will need to change their culture to encourage employees to stay.

Dahlman Properties, an American champion hotel chain has developed an action plan
to retain employees and customers (Enz & Siguaw, 2000), (See appendix B).

The researcher encourages more hotels to take the critical step of committing to
employee retention/intemal marketing as an overriding goal. Not only is customer
service a critical area for competitive differentiation, but the benchmarking studies
indicate that employee retention/intemal marketing is a key factor in determining
customer satisfaction and customer retention.

It might be argued that these top service hotels are of “super deluxe” class and
therefore, are not practical exemplars for most Irish hotels (which are mid price rather

363

Appendix E: Benchmarking
than super luxury). However, while accepting there may be a gap between the class of
the exemplary hotels and most Irish hotels, the author is convinced that many hotels
in Ireland could substantially improve customer relationships and retention rates by
copying their customer service programmes.
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